Noel, Dunia

From: Noel, Dunia

Sent: Thursday, June 07, 2012 10:54 AM

To: "Phyllis Brown'

Subject: RE: El Camino Hospital funding question

Phyllis Brown,
Thank you for your inquiry. The boundaries of the El Camino Hospital District do not include

the Town of Los Gatos. Therefore, no portion of the property taxes collected from property
owners in Los Gatos goes to the E1 Camino Hospital District. The District's boundary includes
Los Altos, most of Los Altos Hills, Mountain View, a large part of Sunnyvale, and a very
small portion of Cupertino. The District receives a portion of the property tax collected
from only those areas. Furthermore, voters in these areas have also approved several bonds to
help with seismic improvements and the rebuilding of the hospital in Mountain View. LAFCO's
Draft Audit and Service Review of the EL Camino Hospital District is available on the LAFCO
Website for public review and comment at the following:
http://www.santaclara.lafco.ca.gov/agenda/Full Packets/2012Packets/2012May3@/DrattReport-
ECHDAuditServiceReview.pdf

Additionally, LAFCO's Consultant has prepared a short PowerPoint Presentation highlighting
their findings, conclusions, and recommendations which you can access at the following link:
http://www.santaclara.lafco.ca.gov/agenda/Full Packets/20812Packets/2@12May38/ECHD SRAudit Pow
erPoint.pdf. If I can be of further assistance, please don't hesitate to contact me.

Dunia Noel, Analyst

LAFCO of Santa Clara County

70 West Hedding Street

11th Floor, East Wing

San Jose CA 9511¢

Ph: (4e8) 299-5148 Fax: (468) 295-1613 www.santaclara.lafco.ca.gov

NOTICE: This email message and/or its attachments may contain information that is
confidential or restricted. It is intended only for the individuals named as recipients in
the message. If you are NOT an authorized recipient, you are prohibited from using,
delivering, distributing, printing, copying, or disclosing the message or its content to
others and must delete the message from your computer. If you have received this message in
error, please notify the sender by return email.

~~~~~ Original Message-----

From: Phyllis Brown [mailto:chocaholic48@live.com]
Sent: Thursday, June €7, 2012 10:24 AM

To: Noel, Dunia

Subject: E1l Camino Hospital funding question

Good morning,

I apologize if you aren't the person I should be writing to; but, please forward this along
if that's the case.

I live in Los Altos, and so pay a certain portion of my local taxes to the El Camino Hospital
district.



Noel, Dunia

From: Phyllis Brown [chocaholic48@live.com]
Sent: Thursday, June 07, 2012 10:24 AM
To: Noel, Dunia

Subject: El Camino Hospital funding question

Good morning,

I apologize if you aren't the person I should be writing to; but, please forward this along
if that's the case.

I live in Los Altos, and so pay a certain portion of my local taxes to the E1 Camino Hospital
district.

My question: do the people in the Los Gatos area hospital also now pay a certain portion of
their local taxes to the district?

Thank you,

Phyllis Brown
chocaholic48@live. com




Noel, Dunia

From: Maurice Ghysels [mauriceghysels@yahoo.com]
Sent: Monday, June 11, 2012 8:52 PM
To: Pete.Constant@sanioseca.go; Wasserman, Mike; Margaret. Abe-Koga@mountainview.gov;

Kniss, Liz; Susan@svwilsonlaw.com,; Sam.Liccardo@sanjoseca.gov,
Al.Pinheiro@oci.gilroy.ca.us; Shirakawa, George; TerryT1011@aol.com; Noel, Dunia

Cc: Bill Krepick; Bob Adams; Bob Grimm; Deborah Kilpatrick; Dr.8ari; Stetson, Elinor; Fred
Seddiqui; Harry Taxin; judy vandyck; Maurice Ghysels; Mike Kasperzak; Miryam Castaneda;
Phyllis Dorricott; Sally Meadows; Ted Biagini; MD; MD; Darrell Boyle; David Cohen; Eric Pifer;
Eric Raff; John Hopkins; John Tighe; Kathieen King; Katie Anderson; Michael Henslay;
Michael Kane; Mishy Balaban; MD; Pat Wolfram; Phil Boyce; MD; William Hobbs

Subject: ,

Dear Members of the Local Agency Formation Commission (LAFCo) of Santa Clara County:

As the past Superintendent of Mountain View Whisman School District and 2 current member of El Camine Hospital Community Advisory
Council, I strongly disagree with the recommendations to have the District residents give up control of the Hospital and to potentially
dissolve the District, particularly given that the report acknowledges strong, positive results achieved under its current structure,

Specifically, the District's Community Benefits program would no longer be available to District residents if the District is dissolved. El
Camino Hospital provides tremendous support in community health, the greatest amount of care I have witnessed in my career as an
educational leader, which I remain, along with a champion for the District. Qur community's children continue to greatly benefit from the
local control of the District. El Camino Hospital's deeply committed and caring Board and staff have been instrumental in understanding and
meeting the health needs of our community.

If you would like more information, I would be happy to share the details of how El Camino Hospital supports our community. Please
contact me at (650) 863-6295. ‘

Sincerely,

Maurice Ghysels, Ed.D.



Noel, Dunia

From: billk [bkrepick@sbcglobal.net}

Sent: Tuesday, June 19, 2012 10:16 AM

To: Noel, Dunia

Ce: Pete.Constant@sanjoseca.gov, Wasserman, Mike; Margaret. Abe-Koga@mourtainview.gov,

Susan@svwilsonlaw.com; Sam.Liccardo@sanjoseca.gov; Shirakawa, George; TerryT1011
@aol.com; Kniss, Liz; Cat. Tucker@ci.gilroy.ca.us; Palacherla, Neelima;
phil.spiro@gmail.com; 'Elaine Chow'

Subject: Input on LAFCO Audit Report on El Camino Hospital

To: LAFCO Commissioners

| wanted to give you feedback re your recent audit report. 1 live in Mountain View and am a taxpayer in the
special El Camino Hospital tax district. 1 have been following the activities of the Hospital Board for many
years. |led a taxpayer petition (signed by over 100 residents) in opposition to the Los Gatos Hospital
acquisition. | have served on the Financial Committee and the Community Advisory Council for El Camino
Hospital.

| think your audit report was very thorough and very fair. First and foremost, | think your conclusion that the
hospital has served the community well and is a top ranked hospital in all aspects of healthcare delivery is
widely supported by the community. We are all very proud of El Camino Hospital. | think your conclusions that
the District Board and the Operating Board lack transparency in financial reporting is right on. | also think your
observations are correct that the hospital has not adequately or properly targeted community benefit programs
for local low income and other citizens of the special tax district.

| think the ECH District Board has taken your comments seriously and through its attempts to expand and
broaden community participation in the hospital committees and the Operating Board has demonstrated their
resolve to change. However, | am froubled by the District Board's attempts to solicit letters of support from the
community with a campaign based on unfounded fear and threats which suggest that LAFCO has already
decided to dissolve the special tax district and that would result in the end of low income free clinic care. That
is a false threat which the hospital and the District Board should not be making.

As a non-profit hospital — whether partially funded by a special tax district or not, ECH has an obligation to the
community to provide charity care to its citizens in return for being exempt from property and sales taxes. Your
audit report shows that ECH receives more property tax revenue than all but one district in the State! Senator
Charles Grassley has worked for many years to ensure that non-profit hospitals return a certain percentage of
their revenues back to the communities in which they operate in order to retain their tax exempt status. |
believe that the Catholic Charity Hospitals have developed an IRS reporting guideline that clearly outlines the
activities that are included in charity care — and | believe those activities do not include Medicare or Medi-Cal
writeoffs for uncompensated costs.

Your audit report shows that after Medicare and Medi-Cal uncompensated charity care are subtracted, the
resultant ‘other community benefits’ care amounts to $7.6 million/year for ECH, or 1.3% of operating

expenses. For other California non-profit hospitals which have no special tax district revenues, the comparable
figures range between 1.2% to 2.4%. El Caminc has the good fortune to receive $5 million in special district
tax revenues to support local community benefits. The other hospitals do not have these extraordinary tax
revenues to support their local community benefit programs and yet they contribute proportionally more to
community benefit programs than does ECH! Given these community benefit calculations, it appears to me
that ECH has actually shortchanged the community by some $5 million/year compared with other non-profit

hospitals.

So, my bottom line is that you have done a service to the taxpayers by putting the ECH District Board on notice
that unless they make improvements in transparency, governance, and earmarking more special tax district
revenues specifically to benefit the local community — LAFCO will recommend that the special tax district be
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resolved. | would urge you to go o step further and assess whether ECH has the obligation as a community

funded non-profit hospital to demonstrate that its annual local community charity care benefits are at least
1.3% of operating expenses PLUS an additional $5 million/year from the special district tax revenues.

Sincerely
Bill Krepick
Mountain View

From: Noel, Dunia [mailto:Dunia.Noel@ceo.sccgov.org]

Sent: Friday, June 15, 2012 4:32 PM

To: biilk

Cc: Pete.Constant@sanjoseca.gov; Wasserman, Mike; Margaret.Abe-Koga@mountainview.gov; Susan@svwilsonlaw.com;
Sam.Liccardo@sanjoseca.gov; Shirakawa, George; TerryT1011@aol.com; Kniss, Liz; Cat.Tucker@di.gilroy.ca.us;
Palacherla, Neeiima

Subject: RE: El Camino Hospital tax district - confusion over LAFCO audit report?

Mr. Krepick:

Thank you for your inquiry. First we would like to clarify that neither LAFCO of Santa Clara County
nor the Audit and Service Review of El Camino Hospital District has recommended the dissolution of
the El Camino Hospital District at this time. Please see below for LAFCO staff’s response to your
specific questions. If you need further assistance, please feel free to contact me at |
dunia.noel@ceo.scegov.org OR (408) 299-5148.

Question #1: If the ECH special tax district is dissolved — does that mean that the ~$16 million in
annual taxpayer assessments is reduced to zero — or does the tax revenue go to the County for other
uses? And if the special tax continues to be collected, who determines the distribution?

Response: Please see LAFCO staff’s response to Question #2.

Question #2: 1 just saw an ad from El Camino Hospital District in the Los Altos Town Crier
Newspaper stating: If ECH District is dissolved, taxpayers would receive no refunds, nor a reduction
in taxes. Tax revenues collected would be redistributed to other government agencies that receive
property taxes with no legal mandate to use the tax allocation for health care purposes. Is that true?
If it is, I don’t understand how the County can take taxes from a special district and use them
elsewhere? Can you explain?

Response: Yes, the statement in the ad (see the attached PDF) is correct. The California Constitution
sets the property tax rate at one percent of assessed valuation for all taxable property in the County. If
the District were to be dissolved, the one percent property tax would continue to be collected, but
would be redistributed to the other taxing entities within the District, including the State, the County,
the cities, the schools and other special districts, according to formulas established by State law.

The Santa Clara County Local Agency Formation Commission (LAFCO), which is not a County
agency, has been mandated under State law to oversee jurisdictional boundaries of cities and special
districts within the County. As part of this mandate, LAFCO is required to periodically determine
whether special district services are being provided efficiently and effectively, and whether changes
in organization would promote access to services and/or public accountability.
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The consultant retained by LAFCO found that El Camino Hospital District is not using tax dollars in
a manner that appropriately benefits the taxpayers of the District, and that mechanisms for ensuring
financial transparency and public accountability could be strengthened. Therefore, the consultant
recommended that the District take certain steps to more equitably distribute community benefit
funds, as well as improve financial transparency and public accountability. The consultant did not
recommend dissolution, unless the District is unable or unwilling to make the specific changes
necessary to achieve these goals. LAFCO would have no authority to determine alternate uses of
property taxes if, at some future date, the Commission were to determine that dissolution is an
appropriate remedy to the resource allocation and public accountability problems identified by the
consultant.

Question #3: As I read the LAFCO audit report, I thought the LAFCO recommendation was for the
Hospital to take steps to improve transparency in financial reporting, to ensure that special district
revenues are used to support local community benefits, and to separate the District governance from
the Hospital governance — all as prerequisites to maintain the special tax district. Did LAFCO
actually ‘suggest that the District give up ownership of El Camino Hospital?’

Response: No, the statement in the ad (see the attached PDF) is incorrect. The consultant stated that
the District remove itself as sole member of the Hospital CORPORATION, in the event the
Corporation continues to purchase properties and expand services to areas outside of the District
boundaries, or if the District fails to redirect community benefits to District residents or implement
improvements in public accountability.

Dunia Noel, Analyst

LAFCO of Santa Clara County

70 West Hedding Street

11th Floor, East Wing

Sanlose CA 95110

Ph: {408} 299-5148  Fax: (408) 255-1613
www.santaclara.lafco.ca.gov

NOTICE: This email message and/or its attachments may contain information that is confidential or restricted. it is intended only for the individuals
named as recipients in the message. If you are NOT an autheorized recipient, you are prohibited from using, delivering, distributing, printing,
copying, or disclosing the message or its content to others and must delete the message from your computer. If you have received this message in
error, please notify the sendar by return emait.

From: billk [mailto:bkrepick@sbcgiobal.net]

Sent: Wednesday, June 13, 2012 11:47 PM

To: Noel, Dunia

Cc: Pete.Constant@sanjoseca.go; Wasserman, Mike; Margaret. Abe-Koga@mountainview.gov; Susan@svwilsonlaw.com;
Sam.Liccardo@sanjoseca.gov; Al.Pinheiro@ci.gilroy.ca.us; Shirakawa, George; TerryT1011@aol.com; Kniss, Liz
Subject: RE: El Camino Hospital tax district - confusion over LAFCO audit report?

Importance: High

Hi again-
While awaiting your response, | just saw an ad from El Camino Hospital District in the Los Altos Town Crier
Newspaper stating :
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If ECH District is dissolved, taxpayers would receive no refunds, nor a reduction in taxes. Tax revenues
colfected would be redistributed to other government agencies that receive property taxes with no legaf

mandate fo use the tax allocation for health care purposes.

is that true? If it is, | don’t understand how the County can take taxes from a special district and use them
elsewhere? Can you explain?

Additionally, the ad stated:
Despite affirming the District's successes, however, the (LAFCQ) report suggested that the District give up
ownership of Ef Camino Hospital or potentially LAFCO could dissolve the Ef Camnino Hospital District entirely.

As | read the LAFCO audit report, | thought the LAFCO recommendation was for the Hospital to take steps to
improve transparency in financial reporting, to ensure that special district revenues are used to support local
community benefits, and to separate the District governance from the Hospital governance — all as
prerequisites to maintain the special tax district. Did LAFCO actually ‘suggest that the District give up
ownership of El Camino Hospital?’

If the two statements in the ad are NOT true — then LAFCO should demand a retraction from the Newspaper
and the ECH District.

Please advise.
Thank you
Bill Krepick

From: billk {mailto:bkrepick@sbcglobal.net]]

Sent: Tuesday, June 12, 2012 10:46 PM

To: 'dunia.noel@ceo.sccgov.org'

Subject: Ei Camino Hospital tax district

Hello

| read your report on the recommendations for EI Camino Hospital and have one question. If the ECH special
tax district is dissolved — does that mean that the ~$16 million in annual taxpayer assessments is reduced to
zero — or does the tax revenue go to the County for other uses? And if the special tax continues to be
collected, who determines the distribution?

Thanks for clarifying.

Best regards

Bill Krepick

Mountain View, CA




Why was a service review and audit
* conducted of the &} Carmino Hospital District?

The Local Agency Formation Commission of Santa Clara County
{LAFCo) conducts a service review every five years to better under-
stand the public service structure and ensure that health services
are being efficiently and effectively provided in the District.

The audit was conducted to answer specific questions related 1o
how the District is governed, its financial relationship to £l Camino
Hospital, and the financial reporting/transparency of both entities.

What were the findings of the Setvice Review and Audit?

The report, which was prepared for LAFCo by a third-party consultant,
conctuded that the District and the Hospital are operating appro-
priately, effectively and efficiently, that tax proceeds are properly
accounted for and tracked, that they provide a vital heaith care service
in the community and, most tmportantly, that the District has
demonstrated an ability to contain costs and improve financial
perfarmance.

Despite affirming the District’s successes, however, the report
suggested that the District give up ownership of £l Camine Hospital
or potentially LAFCo could dissolve the El Camino Hospital District
entirely.

@@ What happens if the El Camino Hospitat District is dissolved?

Taxpayers would receive ho refunds, nor a reduction in taxes. Tax
revenues cotlected wouid be redistributed to other government
agencies that receive property taxes with no legal mandate to use
the tax alfocation for health care purposes.

Further, dissolution could resuitin a change in how the Hospital is
governed, which would decrease transparency and accountability
to the residents of the District.

@% Is there still a need for the Ef Camino Hospital District?

Yes. The District ensures local public control and ownership of the
Hospital for the benefit of residents. The District provides support
for critical health care services that reach thousands of residents
annually through its Community Benefit program, and for improve-
ments to hospital facilities in the District.

@n As a concerned resident, is there anything I can do?

District residents can sefid a written comment to the LAFCo
Commissioners, asking them to vote against recommendations pre-
sented in the £l Camino Hospital District Sesvice Review and Audit.
Comments submitted by June 22 to dunia.noei@ceo.scegov.org
will receive a response from LAFCo,




Noel, Dunia

From: Barbie [westb@me.com]

Sent: Wednesday, June 13, 2012 3.08 PM

To: Noel, Dunia '

Subject: PLEASE VOTE AGAINST RECOMMENDATIONS PRESENTED IN THE EL CAMINO

HOSPITAL DISTRICT SERVICE REVIEW AND AUDIT

Dear LAFCo Commissionhers,

Please vote AGAINST recommendations presented in the E1 Camino Hospital District Service
Review and Audit.

The District ensures local public control and ownership of the Hospital for the benefit of
residents,

We are very happy with the EXCELLENT quality of care that we get at E1 Camino Hospital.

We want local control. We DO NOT want another Sutter Hospital. Just look at all the turmoil
at Sutter Hospitals -- nursing strikes, hospital errors that kill patients. We do not want
that here.

Sincerely,
Barbara West

10670 Cordova Rd.
Cupertino, CA 950814



Noel, Dunia

From: Dennis L. West [westd@me.com]

Sent: Friday, June 15, 2012 6:13 PM

To: Noel, Dunia

Subject: PLEASE VOTE AGAINST RECOMMENDATIONS PRESENTED IN THE EL CAMINO

HOSPITAL DISTRICT SERVICE REVIEW AND AUDIT

Dear LAFCo Commissioners,

Please vote AGAINST recommendations presented in the El Camino Hospital District Service
Review and Audit.

The Present District ensures local public control and ownership of the Hospital for the
benefit of residents.

I'm very happy with the EXCELLENT_quality of care that T get at El Camino Hospital.

Patients of El Camino Hostpital want local control and DO NOT want another Sutter Hospital
with nursing strikes, hospital errors that kill patients.

Sincerely,
Dennis West

18676 Cordova Rd.
Cupertino, CA 95014



Noel, Dunia

From: Dick Guertin [dick guertin@gmail.com]
Sent: Saturday, June 16, 2012 12:30 PM
To: Noel, Dunia

Subject: El Camino Hospital District

To: the Local Agency Formation Commission of Santa Clara County.

I urge you to vote NO on the recommendation to dissolve the El Camino Hospital District as presented in the
recent Service Review and Audit. The only way to dissolve the District, and maintain voter confidence, is to
also eliminate all property taxes levied for the benefit of the District. Otherwise, LAFCo would be violating

public trust.

Respectfully submitted,
Richard L. Guertin

507 Drucilla Drive
Mountain View, CA.



Noel, Dunia

From: Wasserman, Mike

Sent: Monday, June 18, 2012 6:06 PM

To: Noel, Dunia

Cc: Velasco, Roland

Subject: FW: LAFCo report and the community benefit efforts of the El Camino Hospital District
Attachments: MayView ECH Support_Wasserman.pdf

Dunia,

Please read the attached, respond as you see fit and copy me.

Thank you...c....M

Mike Wasserman

Supervisor, District One

Santa Clara County Board of Supervisors

70 West Hedding Street, 10" Floor, East Wing

San lose, CA 95100

{408) 299-5010 | (408) 295-6993 {Fax)
Mike.wasserman@bos.sccgov.org | www.supervisorwasserman.org

From: Shamima Hasan {mailto:shamima@mayview.org]
Sent: Monday, June 18, 2012 11:31 AM
TFo: Wasserman, Mike

Cc: Barbara Avery; Cecile Currier
Subject: LAFCo report and the community benefit efforts of the El Camino Hospital District

Dear Commissioner Wasserman,

Attached please see the letter expressing concern by the Board of Directors of MayView Community Health
Center, over the Local Agency Formation Commission (LAFCo) of Santa Clara County recently conducted
service review and audit of The El Camino Hospital District.

Regards.

Shamima Hasan

Chief Executive Officer

MayView Community Health Center
270 Grant Avenue, Palo Alto
California 94306

Phone: 650 327 1223

Fax: 650327 8572

www.mayview.org
Providing Quality Health Care for All



AYVIEW

COMMUNITY HEALTH
CENTER

June 15, 2012

Commissioner Mike Wasserman, Vice Chairperson
LAFCO of Santa Clara County

70 West Hedding Street, 10th Floor

San Jose, CA 95110

RE: May 30, 2012 LAFCO Meeting - El Camino Hospital District Audit/Service Review
Report

Dear Commissioner Wasserman,

MayView Community Health Center (MayView) is a provider of health care services in the
El Camino Hospital District. I am writing on behalf of the MayView Board of Directors, to
state that MayView has for many years parinered with El Camino Hospital to provide health
care to the residents of the district. I sincerely hope that the recommendations of the Audir
and Service Review of the El Camino Hospital District report will not jeopardize the support
we get from the El Camino Hospital District Community Benefits program and affect my
organization’s ability to provide comprehensive primary health care services (preventive
health, general medicine, gynecology, reproductive health, well-child care, pediatrics, HIV
testing and counseling, STD testing and treatment, comprehensive perinatal care) and
behavioral health.

In today’s economy, it is harder and harder for our organization to get the funding it needs
and without the El Camino Hospital District Community Benefits program, our program is at
risk for being unable to carry out our important work. Without this funding, we would not be
able to provide primary care services to 685 unduplicated uninsured residents of Mountain
View annually. We contribute in keeping them out of ER and hospital visits. Through the
$335,000 in El Camino Hospital District grants over the last three years, MCHC has seen
3,400 uninsuored or underinsured community members and provided critical services that
promote healthy communities while preventing more costly services to the overall health
system.

Being a Community Benefits grantee means being part of a collaborative, productive and
efficient effort to meet the community’s health care needs, which is assessed every three
years. We work closely with District Community Benefit administrators to create specific
metrics and provide ongoing progress on how we’re achieving those metrics and
demonstrating the true impact of our services. An example of this would be, as part of the
reporting matrix, MayView tracks Diabetes Management and Patient Outcomes for patients
in Mountain View with the Community Benefit funding. Over the last two years, MayView

270 Grant Avenue, Palo Alto, CA 94306 | 650.327.8717 phone 650.323.6830 fax | Administration; 650.327.1223 phone
650.327.8572 fax . _
100 Moffett Blvd., Suite 101, Mountain View, CA 94043 | 650.965.3323 phone 650.965.0706 fax

785 Morse Avenus, Sunnyvale, CA 94085 | 408.746.0455 phone 408.746.9719 fax
WWW . RAYVIEW.Org



has established baseline data and set clinic population targets for percentage of patients in the.
reglstry with.-HbAlc and LD, levels that are considered to be under control.. Since MayView
has started tracking these-data points, patients with HbAlc levels under 7 have increased by
4%, and patients with TDL levels under 130 have increased by 2%.

We sincerely urge that changes to structure of the District should not impaet the important
work that we do in our commanity to over 6,000 unduphcated clients with over 20,000
medieal visits per year Any change may and could potentially prévent the most at-risk
communities from gaining access to life saving and more often, life emhancmg medical care.

1 sincerely hope and that the LAFCO Boatd will consider our coneerns and decide
accordingly, when it meets.on August 1.

Sincerely,

Louise D. Baker
President, MayView Board of Directors.

cc: Barbara Avery, El Camino Hospital (via e-mail)
ce: Cecile Currier, EL Cammo Hospital (v1a e«mail}.

270 Grant Avenue;, Palo Alto, CA 943 Q6" | 656327, 8’1’17 phone. 630.323.6830 fax | Administeation: 650.327.1223 phone
650.327.8572 fax
100 Moffett Bhvd., Suite 101, Mountain View, CA 94043 | 650, 965. 3323 phone: 650 9635 0706 fax
783 Morse Avenue‘ Sunnyvale, CA 940851 408746 {1455 phone 408 7469719 fax.
www.imayvioworg




The t nization

Sobrato Development Company, LLC Sobrato Family Holdings, LLC
Sobrato Builders, Incorporated Sobrato Family Foundation
Sobrato Construction Corporation

June 19, 2012

Hon. Pete Constant, Chairperson & Commissioners
LAFCO of Santa Clara County

70 West Hedding Street

11th Floor, East Wing

San Jose, CA 85110

RE: El Camino Hospital District Audit/Service Review Report

Dear Chairperson Copstant, ¢ /> =
Py CEV

For more thatl 100 years, Valiey Medical Cenier has provided vital hrealth care services to Ei Camino Hospital
District residents, Asthe largest provider of care in Silicon Valley, VMC cares for one in four residents of Santa
Clara County. The VMC Foundation has for 24 years supported that mission, and relies on the partnership of
the El Caming Hospital District.

As a member of the Board of Directors of the VMC Foundation for the last 21 years, | am passionate about and
proud of the excellent work that we do. Because of generous and consistent funding from the District, we
have been able to provide for thousands of residents of Sunnyvale, Mountain View and surrounding areas. Our
Valley Health Center Sunnyvale delivers primary care and dentistry in large part through a generous grant from
El Camino Hospital District. However, | am worried that all of these important programs and services that we
provide to District residents are now at serious risk.

| have read the recommendations made in the Audit and Service Review of the El Camino Hospital District
report and am deeply concerned by them. If implemented, they would negatively impact VMC’s services to
thousands of District residents.

We are operating at a time in which federal and state funding of heaithcare services to the underserved
continues to be cut. As such, we rely on the Community Benefits program for much of our funding. We
cannot do our work without the support of the District, which brings not only an unparalleled understanding of
the District’s health care needs, but the funding that makes our programs a reality. Changing the structure or
method of how these funds are disbursed through the established grant system weuld cause a serious
disruption to how health services are provided and could prevent us from helping those who have the greatest
health care needs.

As a Board Member, | am committed o ensuring that we have sufficient funding available to continue our
valuable work. Therefore, I ask you to vote against the recommendations in the Service Review and Audit of
the Ef Camino Hospital District. Doing so will positive impact thousands of residents in the District who benefit
from those programs and services every day.

Maspital (via e-mail)

@ 104600 N. De Anza Boulevard, Ste. 200, Cupertino, CA 95014.2075 P (408) 446-(}700 F {408) 446-0583 www.sobrato.com



2400 Moorpack Avenue
Suite 207

San Jose, CA 95128

Ph {408} 885-5299
Fax {408} 885-5207

www.ymcfoundation.org
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Robin Roche
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Elaine Elkin
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Winnie F. Wan, Ph.D.
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June 19, 2012

Hon. Pete Constant, Chairperson & Commissioners
LAFCO of Santa Clara County

70 West Hedding Street

11th Floor, East Wing

San Jose, CA 95110

RE: El Camino Hospital District Audit/Service Review Report
Dear Chairperson Constant,

For more than 100 years, Valley Medical Center has provided vital health care services to El Camino
Hospital District residents. As the largest provider of care in Silicon Valley, VMC cares for one in four
residents of Santa Clara County. The VMC Foundation has for 24 years supported that mission, and
relies on the partnership of the El Camino Hospital District.

As a member of the Board of Directors of the VIMIC Foundation for the last five years, | am
passionate about and proud of the excellent work that we do. Because of generous and consistent
funding from the District, we have been able to provide for thousands of residents of Sunnyvale,
Mountain View and surrounding areas. Our Valley Health Center Sunnyvale delivers primary care
and dentistry in large part through a generous grant from El Camino Hospital District. However, |
am worried that all of these important programs and services that we provude to District residents
are now at serious risk.

| have read the recommendations made in the Audit and Service Review of the Ef Camino Hospital
District report and am deeply concerned by them. If implemented, they would negatively impact
VMC's services to thousands of District residents.

We are operating at a time in which federal and state funding of healthcare services to the
underserved continues to be cut. As such, we rely on the Community Benefits program for much of
our funding. We cannot do our work without the support of the District, which brings not only an
unparalleled understanding of the District’s health care needs, but the funding that makes our
programs a reality. Changing the structure or method of how these funds are disbursed through the
established grant system would cause a serious disruption to how health services are provided and
could prevent us from helping those who have the greatest health care needs.

As a Board Member, | am committed to ensuring that we have sufficient funding available to
continue our valuable work, Therefore, | ask you to vote against the recommendations in the Service
Review und Audit of the El Camino Hospital District. Doing so wili positive impact thousands of
rasidents in the District who benefit from those programs and services every day.

Sincerely,

Balaji Govindaswami, ™MD, MPH
Member, Board of Directors
cc; Barbara Avery, El Camino Hospital {via e-mail)
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June 19, 2012

Hon. Pete Constant, Chairperson & Commissioners
LAFCO of Santa Clara County

70 West Hedding Street

11th Floor, East Wing

San Jose, CA 95110

RE: EI Camino Hospital District Audit/Service Review Report
Dear Chairperson Constant,

For more than 100 years, Valley Medical Center has provided vital health care services to El
Camino Hospztal District residents. As the largest provider of care in Silicon Valley, VMC
cares for one in four residents of Santa Clara County. The VMC Foundation has for 24 years
supported that mission, and relies on the parinership of the El Camino Hospital District.

As a FOUNDING member of the Board of Directors of the VMC Foundation, [ am passionate
about and proud of the excellent work that we do. Because of generous and consistent
funding from the District, we have been able to provide for thousands of residents of
Sunnyvale, Mountain View and surrounding areas. Our Valley Health Center Sunnyvale
delivers primary care and dentistry in large part through a generous grant from El Camino
Hospital District. However, I am worried that all of these important programs and services
that we provide to District residents are now at serious risk.

I have read the recommendations made in the Audit and Service Review of the El Camino Hespital
District report and am deeply concerned by them. If implemented, they would negatively
impact VMC's services to thousands of District residents.

We are operating at a time in which federal and state funding of healthcare services to the
underserved continues to be cut. As such, we rely on the Community Benefits program for
much of our funding. We cannot do our work without the support of the District, which
brings not only an unparalleled understanding of the District’s health care needs, but the
funding that makes our programs a reality. Changing the structure or method of how these
funds are disbursed through the established grant system would cause a serious disruption to
how health services are provided and could prevent us from helping those who have the
greatest health care needs.

As a Board Member, ] am committed to ensuring that we have sufficient funding available to
continue our valuable work. Therefore, I ask you to vote against the recommendations in the
Service Review and Audit of the El Camino Hospital District. Doing so will positive impact
thousands of residents in the District who benefit from those programs and services every
day.

Jrely,
- ém Acting Chair

cc: Barbara Avery, El Camino Hospital (via e-mail)



Harry M. Taxin
1415 Redwood Drive  Los Altos, CA 94024-7250
Tel/Fax: 650.962.0696 Mobile: 650.207.2107
hmtaxin@seahaven.net

June 20, 2012

Hon. Pete Constant, Chairperson & Commissioners
LAFCo of Santa Clara County

70 West Hedding Street

11th Floor, East Wing

San lose, CA 95110

RE:  Ei Camino Hospital District Audit/Service Review Report
Dear Chairperson Constant,

My name is Harry M. Taxin, | live in Los Altos and | am a member of the El Camino Hospital Community Advisory
Council, as well as a taxpaying District resident. | am writing you today because | am worried about the future of
how health care will be delivered in my community.

{ am proud that we have a hospital in our community, owned by the taxpayers, that is both a large employer and a
provider of quality health care. Five years ago | had surgery performed at the hospital, making a decision to use the
more convenient and more comfortable local hospital compared to Stanford or other choices. Needless to say, the
care was superb, and it was very gratifying to realize that such a top-notch hospital was located merely minutes from
ny-home,

| am concerned that the Service Review and Audit suggests that our hospital should be removed from voter control,
even after the report stated clearly that it provides a valuable service and is operating efficiently and effectively. As
a taxpayer and voter in this community, not only do | disagree with that recommendation, more importantly | think
the decision should ultimately be one for the voters after a proper presentation of both sides of any pertinent
argument, not simply a consultant’s recommendation.

Aftér all, voters established the District 50 years ago to ensure that health care would be provided to the residents in
the area. Further, the voters more recently approved a measure to re-build the Mountain View hospital to make it
seismic compliant and meet the State mandate. We would never have approved that measure if we believed that
the District or the hospital was not meeting the District’s needs.

| believe the District and the hospital are doing an excellent job, and forcing the District to give up control over the
hospital would have a far-reaching impact that could affect the hospital’s standing as one of the area’s largest
employers, not to mention a possible disruption of funding to under-served communities who benefit from taxpayer
dollars allocated to the Community Benefit program.

| urge the LAFCo Board to vote against these recommendations on August 1.




- June 20, 2012

- Pete Constant, Chairperson

- Santa Clara County Local Agency Formation Commission
70 W. Hedding St, 11" Fl, East Wing

San Jose, CA 95110

RE:  El Camino Healthcare District and LAFCO Audit, Public Comment

Dear Commissioner Constant:

- On behalf of workers, residents, and patients of the El Camino Hospital District (ECHD),
- we strongly support and concur with the findings and recommendations of the recent
~audit of ECHD commissioned by LAFCO. While we believe that the community is best
- served by a public healthcare district and do not support dissolution, ECHD has not been
operating with the transparency and accountability we expect from a public entity.

- LAFCO should adopt and implement the recommendations of the audit, which we

- believe can help ECHD better care for the public it was created to serve.

Dave Regan- President
Stan Lyles - Vice President

We have stated our concerns about transparency and accountability to ECHD in the past
- (see attached letter to ECH CEO Tomi Ryba dated May 22, 2012), and so we are not
: surprised by the findings of the audit. We are particularly concemed about the closed
- budget process of ECHD, where minimal information is available to the public and

- opportunities to provide input are limited.

560 Thomas L. Berkley Way
Oakland, CA 94612
510-251-1250

FAX 510-763-2680

5480 Ferguson Drive
Los Angeles, CA 90022
323-734-8399

FAX 323-721-3538

- Based on our experience, ECHD only makes its proposed annual budget available a few

- hours before the meeting at which it will be adopted. There is little time for any member

- of the public to review the budget, and even less time to develop a response. Even with
time to develop input, ECHD only allots a few minutes at its miéetings for public
omment before voting on that same budget.

| In addition, the proposed annual budget used by ECHD lacks the specifics the public
| needs to review the financial and operational priorities of the district. The public needs a '
! line-item budget to determine how ECHD actually plans to spend its money.

| For example, if the district decided to spend less on safety measures, there is no way for
| any member of the public to determine that until it’s too late to do anything about it.

. The exclusion of the public from the budget process is just one example of ECHD’s lack
* of transparency and accountability. As another recent example, ECHD paid over $20
| million to a consulting firm, but when asked for a copy of the final report, ECHD refused

www. SEIU-UHW. org 5‘: to comply. They only provided a copy with the vast majority of text redacted--with some
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Pete Constant, Chairperson,
Santa Clara County LAFCO
June 20, 2012

Page 2

pages completely blacked out. To date, ECHD has still not provided a readable copy of
the report, despite numerous requests made under the Public Records Act.

As the audit confirms, ECHD needs to take major steps in the areas of accountability and
transparency. In addition to the recommendations of the audit, we would add the
following recommendations, based on our recent interactions with the district:

e« ECHD must make a detailed, line-item annual budget available to the community

e ECHD must make the proposed annual budget available to the public at least
thirty days prior to any board action/vote

¢ ECHD must hold multiple hearings in locations convenient to district residents,
open to the public with adequate time for public input, on the development of the
annual budget, prior to adoption of said budget

e ECHD board meeting agendas must include sufficient time allotted for public
comment, particularly when that agenda includes budget issues.

e ECHD must make any contracts over $10,000 available to the public, and such
contracts must require board consideration/approval with sufficient time and
notice for public comment and participation

s ECHD must make full, public disclosure of its executive compensation (such as
amounts paid to any executive making over $200,000), and any changes to
executive compensation must require board consideration/approval with sufficient
time and notice for public comment and participation

¢ ECHD must account for every dollar raised by the district and list how that money
is spent so the public is assured that the funds are spent appropriately within the
district '

o ECHD must develop a policy committing a minimum percentage of its revenues
on community benefits/charity care programs. The policy must be developed and
implemented with full public participation, with sufficient time and notice for
public input.

s BCHD must regularly report on its comnunity benefits-programs and
expenditures, allowing district residents to monitor, evaluate, and provide
continual input on ECHD’s community commitment

e ECHD must make publicly available any reports and/or studies commissioned by
the district relating to its operations, without redacting or otherwise withholding
information from the public



Pete Constant, Chairperson,
Santa Clara County LAFCO
June 20, 2012

Page 3

As a public entity, ECHD must be accountable to the community it serves. The LAFCO
audit confirms that ECHD has failed to live up to this responsibility. Therefore, we
strongly support the findings and the first recommendation of the audit. ECHD must
make improvements in its governance, transparency and public accountability in order to
align with its mission as a public healthcare district. Without implementation of the
recommended changes, ECHD operates as a public entity in name only.

Sincerely,

Rebhecca Miller
Political Director
SEIU — United Healthcare Workers West

cc: El Camino Healthcare District Board
El Camino Hospital Board
Hal Ruddick, SETU-UHW, Hospital Division Director



Dave Regan - President
Stan Lyles - Vice President
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May 22 2012

Tomi Ryba, President and CEO
El Camino Hospital

2500 Grant Rd

Mountain View, CA 84040 -

Via Fax: 650-088-7862/LJSPS Certified Mail 70101080000195767240
Re:Transparency Concems Regarding El Camino's Budget Process
Dear Ms. Ryba:

We live in a time when the public’s trust in local government is at an
all-time historic low. Now more than ever, the public urges the EI
Camino Hospital District Board to ensure the public trust and establish
a system of transparency, public participation and collaboration.
Openness will strengthen our democracy and promote efficiency and
effectiveness.

We believe that the current process utilized by the El Camino Hospitai
District Board to develop its annual budget lacks both accountability
and fransparency.

Instances of a lack of transparency in the budgetary process are
numerous, For example, the public is not allowed to participate or
observe discussions relating to the development of El Camino's
annual budget. These critical discussions happen behind closed doors
during “special meetings” and “budget workshops.”

~ Aclosed door that locks out public observation and participation is the

antithesis of fransparency. This behavior is opaque, and it stokes

further public mistrust.

It is simply inexcusable to keep the public out of discussions around
the annual budget of a district which tock in over $622 miilion in
operating revenues last year.

Transparency promotes accountability because it provides information
for citizens about what their government is doing. Do not close the
door on the public. It only makes us wonder what you have fo hide.

A local governing body that truly values accountability would give
adequate time to the public to review the budget befare it got adopted.
This is currently not the practice of the El Camino Hospital District.
Board. .

At best, the board releases the budget one or two days before the
approval meeting. in some cases, the budget has only been available
at the start of the approval meeting, o



This is hardly enough time for members of the public to analyze the proposed budget,
and it certainly is not enough time for the public t¢ make any follow-up inquiries about
budgetary provisions. Moreover, the amount of time given te the public for comment is
almost nonexistent. At its June 8, 2011 meeting to approve the budget, the district board
allotted a total of five minutes on its agenda for public comment.

Government should be participatory. Public engagement enhances the Government's
effectiveness and improves the guality of its decisions. It is a waste to not take
advantage of the public’s interest and knowledge.

We are not the only ones who are alarmed by the board’s lack of transparency and
accountability.

El Camino’s lack of transparency is also highlighted by the 2010-2011 Santa Clara
County Civil Grand Jury Report which found, among other things, that there is a lack of
fransparency on how the tax revenues are spent in the district and that there is no one
accountable to the district taxpayers as to how taxpayer monies are spent.

Many questions could be asked about El Camino's budget and financial plan, such as
the following:

. In the first nine months of fiscal year 2012, El Camino reported over $54
mitlion in net income. With $54 million of what is essentially profit, why is
El Camino not reinvesting to improve the quality of patient care by
making sure its frontline caregivers and employees have adequate
access to healthcare? The money saved when it reduced the healthcare
henefits to its employees is only a fraction of that $54 million windfall.

. El Camino paid over $12 million to consulting firm Wellspring (now Huron
Consuiting Group), but when asked for a copy of the final report, El
Camino only provided a copy with the vast majority of text redacted. Why
is this valuable information being kept away from the public? What was
learned from the report?

As a public heaithcare district, Ei Camino must allow the public access and input into its
budget process and operations, ctherwise it is not accountable to the community it
serves. We urge El Camino to adopt an open, inclusive budget process immediately,
with clear steps to actively engage and involve the public in every phase of the annual
budget process. -

SEIU-UHW recently came to a historic comprehensive agreement with the California
Hospital Association in which both parties jointly take on the many challenges facing the -
health care system, including rising costs, burgeoning levels of chronic disease, and the
need to provide the highest quality of care for the people of California. We invite El
Camino Hospital to join us in this effort. We are committed to reduce the cost of
healthcare for all Californians and we believe public-patticipation in the budgetary
process will help us find innovative way to confidently face our healthcare challenges.

Sincerely,

Wax rteias
SEIU - United Hea]t.hcare Workers West

Cc: El Camino Hospital District Board



June 20, 2012

Pete Consatant, Chairperson

Santa Clara County Local Agency Formation Commission
70 W. Hedding St., 11th Fl, East Wing

San Jose, CA 85110

RE: El Camino Healthcare District and LAFCO Audit, Public Comment
Dear Commissioner Constant,

I am an administrative support employee at Ei Camino Hospital in the Mother/ Baby Unit. It has been a
pleasure for me to work there for the past 11 years. My history with El Camino Hospital dates back to
when my mother first started working there more than 33 years ago. Soon after, | was born at ECH.
Later | acquired work in the, then, Maternity Unit of ECH. Lastly my children were born there, with one
more on the way scheduled to make history at E} Camino once again. | have great respect for this
institution as it was been a source of gainful employment and healthcare for my family and 1.

I am, however, troubled by a couple of recent findings 1) That £l Camino Hospital's boards, both
corporate and district, lack transparency and 2} That the ECH District serves less than half the
community with its district funds.

I have been attending ECH board meetings for the last year and am, frankly, confused by the agendas set
forth with private sessions intermingled with public sessions and with the same people running both
boards. As a Not-For Profit hospital who receives great amounts of tax payer money, shouldn’t the
meetings be held publicly 100% of the time? Aiso, if the same people are running both the corporate
and district boards, where is the accountability? | believe that the governance of this public hospital is
muddled with secrecy and conflict of interest.

The other issue that | find troubling is the fact that less than half the £l Camino Hospital Healthcare
District is being served by El Camino Hospital. Through the years | have noticed a higher percentage of
patients receiving care in the Mother/ Baby unit who come from areas other than those from the
community. The Mother/ Baby unit is a highly profitable unit for the hospital. Qur unit houses 44
maternity beds. We care for more than 350 mothers and 350 babies per month. Most of the patient
population is healthy and does not require extensive healthcare. | have not seen any effort from my
department put forth to reach out to the immediate community. For example, | know that a large
population of patients exists within the communities that depend on Medical. Yet an extremely low
percentage of these patients come to El Camino Hospital. Shouldn’t El Camino Hospital reach out to
these patients with ECH district funds? After all, that is what the district is for. I believe that everyone in
the community should find ECH to be “their” go-to hospital. Not just the privileged.

| have read the Audit and Service Review of the El Camino Hospital District and agree with its findings



and recommendations. | am especially in favor for implementing “improvements in governance,
transparency and public accountability”. { oppose the option of dissolution of the El Camino Hospital
District as | believe it would hurt the care the hospital gives to the community and the bay area. Thank
you for your time.

Sincerely,

Evelia Cruz

Employee of El Camino Hospital
412 Wisteria Dr

East Palo Alto, CA 94303



June 20, 2012

Pete Constant, Chairperson

Santa Clara County Local Agency Formation Commission
70 W. Hedding St, 11® F1, East Wing

San Jose, CA 95110

RE:  El Camino Healthcare District and LAFCO Audit, Public Comment

Dear Commissioner Constant:

I've been an employee of El Camino Hospital (ECH) for 34 years. I am not a disgruntled
employee; I love El Camino Hospital. I am proud of the work that I and my coworkers provide to
the community. When I needed a recent surgery, it was performed at El Camino Hospital. My
wife has been both an employee and patient of the hospital and my son was born there.

I work in Behavioral Health. Psychiatric units have been closed in this area and all over the state
because they make little profit or lose money. Because I work at non-profit El Camino Hospital
we can provide or even expand services to the underserved and vulnerable people in our
community with mental illness. It is only because we provide a community benefit rather than
serve a profit motive that we are able to continue this vital aspect of healthcare without
significant reductions in quality of care.

I am concerned, however, that our elected hospital board members have lost touch with working
class people in our area and do not appreciate the democratic process. I have attended board
meetings (both the Hospital District and Corporate Board meetings) for the last 2 years. I don’t
doubt that the board members are smart and well meaning people and I appreciate that they
donate so much time and energy to our hospital. What concerns me most is the lack of
accountability and transparency. Before citing examples, I want to note that none of current
‘elected’ board members have ever run in a contested election and they live in an area of the
district that is much more affluent than neighboring communities (within the district).

I am an (unpaid) union representative at El Camino Hospital. I have been involved in contract
negotiations, disciplinary hearings, and joint committees of employees and managers that have
met to address various hospital issues. I am quite proud of the fact that our employees have
participated with management to develop better quality control and to identify patient care
concerns. Our previous CEO was an advocate of collegial relationships and quality of care and
morale were high.

For reasons never made public, this popular and successful CEO was dismissed and El Camino
Hospital imposed implemented contracts on both registered nurses and other caregivers. The
unions asked why severe cuts to vacation time, overtime and holiday pay, shift differential pay,
retirement contributions, and most grievously, cuts to our healthcare benefit were justified in
light of profits far exceeding those budgeted. The employees became further concerned to learn
that outside efficiency experts were examining every aspect of the hospital to curtain costs.



When we asked to see evidence that cost cutting could be accomplished without sacrificing
patient care, it was denied us. We asked to be part of the process and this too was denied.
Information requests which are a part of the collective bargaining process were also denied us.
We had to file unfair labor practice charges to only recently learn that this consultant was paid
more than $17 million dollars to recommend cost savings that included cuts to employee
compensation.

We were willing to absorb some cuts in compensation during this time of economic hardship but
couldn’t understand why cuts proposed to us far exceeded those of other area hospitals that are
not as prosperous as El Camino Hospital. We were dumbfounded too when the hospitals
announced executive pay raises and executive bonuses of as much as 30%. The new CEO is to
be paid $695,000 and with a bonus could be paid six times as much as the California governor.

The hospital board justified this and other executive salaries by saying that they hired a
consulting firm to benchmark ECH executive pay with “comparable hospitals” nationwide (after
adding 30% to those other hospitals to compensate for an increased cost of living in this area).
The information about the benchmark hospitals was requested and denied.

The hospital recently approved a budget. Information about the budget was requested but
provided only a few days prior to the board meeting in which it was approved. Some members of
the community would have liked to have input into the budget process but this lack of
transparency made that difficult. Other concerns that some community members have expressed
about the issues of transparency and accountability include the purchase of the Los Gatos
hospital and advertising that include the sponsorship of a professional sports team.

1 have read the Audit and Service Review of the El Camino Hospital District prepared by Harvey
M. Rose Associates, LLC. The audit identified several “weaknesses in governance, transparency
and public accountability.” The audit found that “there is no functional distinction between
District and Corporation governance, management and finances.” The audit also states that
“Neither the District nor the Corporation provide remarkable level of community benefits to
District residents, when compared with other healthcare districts in the State and with other
hospitals within Santa Clara County” even though the district receives the second highest amount
of tax dollars.

To the hospital’s credit they have made some improvements toward better governance, the
budget was easier to understand than past budgets and more clearly tied to organizational goals
but still short on specifics and lacking in community input. New member have been added to the
Corporate board but again with little input from the public (no member of the public who applied
to be on the Corporate board except those chosen by a consulting firm survived the vetting
process). I am very concerned by the hospital’s response to LAFCo and the Santa Clara County
Grand Jury. They argue for the status quo and question the authority of those who would impose
reform on them. Again, these elected officials don’t act like they are accountable, not to the
Grand Jury, not to LAFCo, and not to the public. At the last board meeting, one of the board
members said he was “tired of hearing about a lack of transparency.” I am tired of public
officials who are tired of hearing from the public and who think it is their privilege to govern in
our best interests.



Harvey M. Rose Associates recommended that the LAFCo Board should “implement
improvements in governance, transparency and public accountability” and made suggestions in a
subsection of their report entitled, “Maintain District Boundaries/improve Governance,
Transparency and Accountability.” I favor those recommendations and am adamantly opposed to
the harsher option of dissolution of the El Camino Hospital District. Thank you for making
yourself available to my comments.

Sincerely,

Kary Lynch

Employee of E1 Camino Hospital
3189 Rama Drive

San Jose, CA 95124



June 21, 2012

Pete Constant, Chairperson

Santa Clara County Local Agency formation Commission
70 W. Hedding St., 11" Fl, East Wing

San Jose, CA 95110

RE: El Camino Healthcare District and LAFCo Audit, Public Comment
Dear Commissioner Constant:

I am an employee of El Camino Hospital for more than 34 years. I love working for
ECH, that’s why I am still here. For the first nine years I worked as a dietitian in the-
acute care setting and the past 24 years as a dietitian in the 3 out-patient dialysis clinics -
that the hospital operates. The dialysis unit that I currently work at, ECH Evergreen-
Dialysis, has been cited in a San Jose Mercury News article in April, 17, 2012 as one of
the clinics in the Bay area to have a strong safety record according to a Pro-Publica
dialysis survey done nationwide for 5000 dialysis centers. I am proud to work for El
Camino Hospital and the high standard of practice in patient care delivery. Somehow
with the business changes being made and emphasis on profit in order to survive being
pounded on us ,the hospital can compromise its mission.

QOur former CEOQ, Ken Graham, who was awarded the highest honor for his leadership in
the health care industry, supported the continued operations of the dialysis service line,
Dialysis is a vital, life-giving service provided to the community. Now the ECH dialysis
services ¢ future is at risk of surviving because of the hospitals current leadership.

Over the last fifteen years I have noticed a shift in the hospital operations. Since 1995,
there was more concern by the employees about the manner in which our salaries,
retirement and health benefits and how management had distanced itself from its
employees. Thus, in 2000 the employees sought to bring SEIU so the employees could
have a voice through their union. Last year Santa Clara Country civil grand jury found
the hospital not being transparent with how the local property taxes collected were spent.
It was hard to determine if local tax collected was going back to the community in terms
of services and not salaries and other operational costs.

The hospital needs to be more accountable to its employees and the community it serves.
I am appealing the LAFCo Board to support the maintenance of the El Camino Hospital
District but improve the governance , transparency and accountability of its operations as
a district hospital.

Sincerely,

Evelyn Middleton
453 Taylor Drive
Milpitas, Ca 95035



Noel, Dunia

From: Sally Lieber [sally@sallylieber.org]
Sent: Friday, June 22, 2012 5:01 PM

To: Noel, Dunia

Subject: LAFCOQ comment letter - EI Camino
Attachments: LAFCO comments - Lieber.pdf
Follow Up Flag: Follow up

Flag Status: Flagged

Please find my comment letter attached.



Hon. Sally J, Lieber
State Assemblywoman (Ret.)
456 Sierra Ave.,
Mountain View, CA 94041

Santa Clara County Local Agency Formation Commission 6/20/12
Hon. Pete Constant, Chairperson

70 W. Hedding St, 11t Fl, East Wing

San Jose, CA 95110

Dear Commissioner Constant and Members of the Commission,

Thank you for the opportunity to comment on LAFCO’s Draft Audit and Service
Review of the El Camino Hospital District. For many years the community that the
District serves has sought greater clarity of the District’s operating structure and
greater accountability and transparency on the part of the Hospital Corporation.

It is clear that the governance structure benefits the Corporation in providing
significant access to capital and favorable financing. As was cited in the report, the
District receives (and is able to render to the Corporation} the second highest
amount of property taxes of any healthcare district in our State.

Despite this, it appears that community benefits are lagging, even when compared
against a local cohort. The low-level of services for community members accessing
Medi-Cal is troubling. Changes that appear likely at the state level-—namely the
integration of families and children currently accessing the Healthy families
program into Medi-Cal—will further exacerbate disparities and a lack of service
provision within the district puts additional pressures on families and on services
provided throughout the County.

Given the significant public contributions to the District {and the Corporation) it is
appropriate that the District take meaningful steps to increase transparency, clarity,
financial accountability. In concert with the Corporation, the District should work
to strength community and intergovernmental relations by making budget and
community benefit presentations to City Councils in the sphere of influence and to
the County Board of Supervisors. These reports should indicate performance
measures and how the District and Corporation compare with other public agencies
on the financial resources committed to outside consultants and counsel.

The District should also consider a resolution stating that they will hold the
Corporation responsible for fulfilling the requirements of a public agency, inclusive
of the Brown Act and Public Records Act and request an affirmative statement of
accountability for these principles on the part of the Corporation’s Board.

Again, thank you for the opportunity to comment on the draft report.

Sincerely,

cc:  El Camino Healthcare District Board, El Camino Hospital Board



Noel, Dunia

From: cjv [civ@vonne.org]

Sent: Friday, June 22, 2012 8:17 AM

To: Noel, Dunia

Cc: Tomi.Ryba@elcaminohospital org; Robert Adams
Subject: LAFCo and the EI Camino Hospital District
Follow Up Flag: Follow up

Flag Status: Flagged

Dear LAFCo members,

I have been researching El Camino Hospital and El Camino Hospital District Board since late last year. 1 have
attended numerous meetings of both the hospital corporate board and the district board I believe T am starting to
understand how things work. :

I feel the district IS needed due to the invaluable funds used for the community outreach and that reaches under-
privileged and under-served populations. I just finished my EMT training and [ intend to sign up to volunteer at
the Rotocare clinic, one of these valuable resources supported by the district funds.

The hospital and district operations are complicated to understand, yet I notice great lengths being taken to have
the public understand the operations. 1 think that anytime a group tries to operate more transparently, there
needs to be iterative refinement of the process and the public has to “catch up” to the fact operations are
changing. I feel this iterative refinement process is happening. I am considering running for a district board
position in November to participate in this on-going and continuous process.

I know one issue of contention is the purchase of Los Gatos hospital (purchased by the hospital corporation, not
with district funds). This hospital has turned out to be a positive and valuable asset to EI Camino Hospital and
so whether I would have agree with the original purchase or not is not relevant anymore. Further, if this
relationship had not turned out beneficial, options such as divesting of the asset would have been (still would be
in the future) possible. Any given board has many decisions to make, some more popular than others with
various constituents. We elect these people to do this on our behalf. The best approach in my mind if activities
are grossly out of line with a person or group’s feelings about the organization is to run for the district board
and make changes from within...that is our democracy.

Regards,

Catherine Vonnegut
2379 Sun Mor Avenue
Mountain View, CA



Noel, Dunia

From: Janet Tobias [jantobias811@gmail.com]
Sent: Friday, June 22, 2012 5:02 PM

To: Noel, Dunia

Subject: El Camino Hospital District

The children in my community are very important to me. I urge the Santa Clara County Local
Agency Formation Commission board to vote against the recommendations outlined in the El
Camino Hospital District Service Review and Audit. Please allow the hospital district to
continue the outstanding work they have been doing for many years.

Sent from my iPhone



Noel, Dunia

From: Abello, Emmanuel

Sent: Friday, June 22, 2012 2:17 PM

To: Noel, Dunia

Subject: FW: El Camino Hospital District Comments on LAFCO Draft Report
Attachments: LTR-Pete Constant.pdf;, Exhibit A.pdf; Exhibit B.PDF; Exhibit C.pdf
Importance: High

For your info, Dunia.

Thank you,
Emmanuel Abelo
LAFCO Clerk

From: Sabey, Andrew [mailto:asabey@coxcastie.com]

Sent: Friday, June 22, 2012 2:15 PM

To: Wasserman, Mike; Kniss, Liz; margaret.abekoga@mountainview.gov; Susan@svwilsonlaw.com; Palacherla, Neelima;
Abello, Emmanuel; pete.constant@sanjoseca.gov

Cc: sfoli@harveyrose.com; malathy.subramanizn@bbklaw,.com; Michae| King@elcaminohospital.org;
Ned Borgstrom@elcaminchospital.org; Tomi.Ryba@elcaminohospital.org; peinarson@stanfordatlumni.org;

jzoglin@comcast. net; walles@stanford.edu; dwreeder@sbcgiobal.net; Caligari, Gregory B.
Subject: El Caminc Hospital District Comments on LAFCO Draft Report

Attached please find El Camino Hospital District's letter to the Santa Clara County LAFCO.

Thank you.

Andrew Sabey

Cox, Castle & Nicholson LLP
555 California Street, 10th Floor
San Francisco, CA 94104
Direct: (415) 262-5103

Main: (415) 262-5100

Fax: {415) 262-5199
asabey@coxcastie.com
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El Camino Hospital District

2500 Grant Road
Mountain View, CA 94040-4378
Phone: 650-940-7000

June 22,2012 www.elcaminohospital.org
BY EMAIL (PDF) * BoazD or DiRECTORS
) .. : Wesley E Alles
Santa Clara County Local Agency Formation Commission Patricia A. Einarson, MD
70 West Hedding Street David W. Reeder
11th Floor, East Wing John L. Zoglin
San Jose, CA 95110
Attention: Chairperson Pete Constant and Honorable Commissioners

(Pete.Constant@sanjoseca.gov)

Re:  Draft El Camino Hospital District Audit and Service Review

Dear Chairperson Constant and Honorable Commissioners:

This letter is being submitted by the Board of Directors of the El Camino Hospital
District (the “District”) regarding the May 23, 2012 Draft El Camino Hospital District Audit and
Service Review prepared by Harvey M. Rose Associates, LLC (the “Report™). The District
respects the Santa Clara County Local Agency Formation Commission (“LAFCo™) and the
important work that it does to ensure the efficient and effective provision of services in the
County.

For reasons separately detailed in letters to LAFCo from the District’s legal counsel, we
urge LAFCo to not adopt the Report’s recommendations regarding corporate restructuring of the
District and the El Camino Hospital Corporation (the “Corporation™), or the Report’s
recommendations or findings regarding dissolution of the District. '

However, the District welcomes the opportunity to collaborate with LAFCo and consider
recommendations for how it could best serve the residents of the District and further increase
transparency. With the assumption that the items described below are truly “recommendations”
and not “mandates” being imposed on threat of requiring the District to give up control of the
Hospital Corporation or face dissolution, we are submitting this letter in response to
Commissioner Wasserman’s request that the District provide feedback regarding the Report’s
recommendations under the subsection of the reported entitled “Maintain District
Boundaries/Improve Governance, Transparency and Accountability” and summarized on Slide
34 of the slide presentation made by Harvey Rose at the LAFCo’s May 30™ meeting. The
District’s position with respect to each of these recommendations is discussed below.

6272141688788
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Recommendation 1{a). Limit automatic contributions to Hospital Corporation for
expenses other than debt service and capital improvements.

Items Already Implemented. All expenditures by the District to the Hospital
Corporation for capital improvements for the Mountain View Hospital have been and
will continue to be approved by the District Board at a public District Board meeting.
District Resolution 2008-2 provides that certain District net tax cash receipts are
transferred by District Board action to the Hospital Corporation to carry out the
approved El Camino Hospital Community Benefit Plan, and that such funds are to be
accounted for by the Hospital Corporation separately as District Board designated
funds. Taxes and assessments for the District general obligation bonds for the
Mountain View Hospital are not paid to the Hospital Corporation.

Will Consider. The District will consider, in conjunction with the District’s
consideration of the items described in Recommendation 1(c) below, the Report’s
recommendation that the District review its processes for District expenditures to the
Hospital Corporation to ensure that such expenditures continue to be separately
approved by the District Board at public District Board meetings and are not
“automatically” transferred to the Hospital Corporation.

Recommendation 1(b). LAFCO to seek a legal interpretation of the Gann
Appropriation Limit and its applicability to the District, and District to modify

budgeting practices accordingly.

Will Consider. The Report recommends that LAFCo seek a legal interpretation of
the applicability of the Gann Appropriations Limit (GAL) to the District. Presently,
the District complies with the GAL and has done so for many years, and believes that
to be the correct and prudent course of action unless and until a binding legal
interpretation to the contrary is obtained. If LAFCo obtains a conclusive opinion
from the California Attorney General’s office that the GAL does not apply to the
District, then the District agrees that this would eliminate certain restrictions on how
District tax revenues are expended.

Disagree. The Report recommends that, if a legal determination is obtained that the
GAL does not apply to the District, that the District should cease making
expenditures of District tax revenues on capital improvement projects for the
Mountain View Hospital and instead divert all District tax revenues to community
benefits programs. All expenditures of the District for capital improvements have
been and will continue to be approved by the District Board at a public District Board
meeting. However, the District is not in a position to limit its discretion and commit
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that all future District tax revenues will only be spent on community benefits
programs and not on other expenditures allowed under State law — any more than the
City of San Jose or the City of Mountain View, who are also subject to LAFCo’s
jurisdiction, or any other governmental entity, could agree to limit future
expenditures of tax revenues to only certain limited programs or purposes. In any
event, it is unlikely that any such commitment could bind a future District Board.

. Recommendation 1(c). Establish a competitive process for appropriating commugnity

benefit dollars. to ensure that funds are used to more directly benefit District
residents.

Items Already Implemented. The District, through the Community Benefits Advisory
Council which currently consists of 16 representatives and members of the District
community, already has in place a rigorous process for identifying and selecting
commumity benefit recipients, The current structure enables the District to administer
a robust, strategic and metrics-based community benefits program that helps identify
and serve the highest priority health needs in the District. The District conducts the
program in a transparent and publicly accountable manner, that focuses on providing
such benefits for the residents of the District.

Will Consider. The District will consider the Report’s recommendation to establish a
separate District account for District community benefits funds, and to distribute
community benefits funds directly from the District account rather than distributing
those funds through the Hospital Corporation. The District will also consider further
broadening District community participation in the community benefits process.

Disagree. The District disagrees with the Report’s suggestion that District
community benefits funds are not already spent on programs that target and benefit
District residents, and also disagrees with any implication that the District must
establish some type of “wall” that would preclude community residents who may not
live in the District from receiving any community benefits. We note that the Santa
Clara County Board of Supervisors unanimously adopted a resolution on May 22,
2012 recognizing that the District provides “the most cost-effective, direct use of its
funds to benefit the health of our community.”

. Recommendation 1{d). Implement changes to the budget process: clear articulation

of financial, budget and reserve policies; budgeted and actual revenue/expenditures
by purpose. program and line item: staffing and compensation; community benefit
program expenditures, elc.

Items Already Implemented, The District already implemented processes to provide
supplemental schedules in the consolidated financial audit that include itemized

6272141688788



Santa Clara
Fune 22, 20
Page 4

62721\41688738

County LAFCo
12

financial information describing the tax revenues and expenditures of the District,
separate from the Hospital Corporation revenues and expenditures. In addition,
separate unaudited financial information of the District is now prepared and
presented to the District Board at its regularly scheduled Board meetings and is
publicly available. The District also now publishes Community Benefits reports that
segregate programs funded by the District from those funded by the Hospital
Corporation. Also, the District already has reserve policies in place and the Report
acknowledges that “[a]ll reserves presently maintained by the District and the
[Hospital] Corporation are conservative and not excessive.”

Will Consider. In furtherance of its commitment to open and transparent operations,
the District will consider the Report’s recommendation that the District continue to
develop, and post on its website, supplemental schedules to the District’s budgets and
financial reports which will provide additional information that the public may find
beneficial. The District will also consider actively soliciting public commentary on
the reports it provides, both by creating a “comments” link on its website and by
asking for public input at District Board meetings.

Recommendation 1(e). Evaluate and report on professional services agreements.

Ttems Already Implemented. The District currently receives various management,
financial and operational services from the Hospital Corporation pursuant to the
January 1, 1993 Management Agreement, which services are provided at the
direction of the District Board. The District also receives professional services from
a variety of other consultants.

Will Consider. The District will consider the Report’s recommendation to review the
District’s professional services agreements with firms or individuals (including the
Management Agreement with the Hospital Corporation) used by the District for
services, to ensure that the District receives the administrative and legal support
necessary to conduct business and appropriately differentiates between the District
and the Hospital Corporation.

Recommendation 1(f). Review and revise code of ethics and conflict of interest
policies, to ensure the District avoids perceived or actual conflicts of interest.

Items Already Implemented. The Hospital Corporation has already adopted a
Conflicts of Interest policy and Code of Ethics policy. The District has also already
adopted a Conflicts of Interest policy as required by applicable law, which was last
updated in September of 2010. The District’s Conflicts of Interest Policy adopts by
reference the Model Conflicts of Interest Code set forth in Title 2, Section 18730 of
the California Code of Regulations, including any amendments to the Model Conflict
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of Interest code subsequently adopted by the Fair Political Practices Commission.
We note that this is the same Conflicts of Interest Policy that has been adopted by
LAFCo.

Will Consider. The District will consider the Report’s recommendation to review
and, if necessary, update the District’s Conflicts of Interest Policy. The District will
also consider the Report’s recommendation to review whether it is appropriate to
have the District adopt a separate Code of Ethics policy in light of the significant
requirements already applicable to the District as a public agency.

G. Recommendation 2. If the improvements described in Recommendation 1 cannot be
accomplished bv the District within 12 to 18 months of acceptance of this report, o7

if the Corporation continues to purchase property outside of the District boundaries,

request that the District Board initiate changes to the governance structure. I such

chanees are not initiated within six months of the request for the governance change,
begin actions toward dissolution of the Ei Camino Hospital District.

Disagree. For reasons separately detailed in letters to LAFCo from the District’s
legal counsel, the District strongly disagrees with the Report’s mandates described in
Recommendation 2, that if the items described in Recommendation 1 are not
implemented within 12 to 18 months after acceptance of the Report -~ or if the
Hospital Corporation continues to purchase property outside of the District
boundaries! -- the District must give up control of the Hospital Corporation or face
dissolution.

As noted above, the District has already taken steps to implement many of the
recommendations in the Report. As further discussed, there are other recommendations that the
District is willing to consider, and the District is willing to report back to LAFCo on those
matters no later than 12-18 months after LAFCo’s approval of the District service review and
--audit as suggested by the Report, if the mandates are removed from the Report. However, the
District also disagrees with certain of the recommendations in the Report.

1 We note that Slide 35 of the of the slide presentation by Harvey Rose at the LAFCo’s May 30®
meeting describes this mandate somewhat differently than the Report, and focuses on eliminating the
Hospital Corporation’s right to provide “services beyond the District boundaries™ instead of it’s right
to “purchase property outside of the District boundaries™ as described in the Report. The District
strongly disagrees with either formulation.

6272141688788
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The District is always willing to consider recommendations for how it could best serve
the residents of the District and further increase transparency. However, the District urges that
LAFCo not take any actions that would mandate that the District give up control of the Hospital
Corporation or face dissolution if the Report’s recommendations are not implemented, especially
given that the Report acknowledges that the District and Hospital Corporation are currently
operating in accordance with applicable requirements of State law, and are achieving strong,
positive results under the current ste e

Board of Directors, El Camino Hospital District

KO et

David Reeder
Board of Directors, EI Camino Hospital District

TR

aVucia . Corongon MD
Patricia A. Einarson, M.D., M.B.A. 4

Board of Directors, El Camino Hospital District

62721M4168878B
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cC: (by email)
Vice-Chairperson Wasserman (Mike. Wasserman@bos.sccgov.org)
Chairperson Kniss (Liz.Kniss@bos.sccgov.org)
Commissioner Abe-Koga (Margaret. AbeKoga@mountainview.gov)
Commissioner Vicklund-Wilson (Susan@svwilsonlaw.com)
Neelima Palacherla, LAFCo Executive Officer (Neelima.Palacherla@ceo.scegov.org)
Emmanuel Abello, LAFCo Clerk (Emmanuel. Abello@ceo.sccgov.org)
Malathy Subramanian, LAFCo Counsel (Malathy.Subramanian@bbklaw.com)
Steve Foti, Harvey M. Rose Associates, LLC (sfoti@harveyrose.com)
Tomi Ryba, President and Chief Executive Officer, El Camino Hospital Corporation
(Tomi.Ryba@elcaminohospital.org)
Michael King, Chief Financial Officer, El Camino Hospital Corporation
(Michael King@elcaminohospital.org)
Gregory B. Caligari, Cox Castle Nicholson LLP (Gcealigari@coxcastle.com)
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San Francisco, California 94104-1513
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Andrew B. Sabey
415.262.5103
asabey@coxcastle.com

File No. 62721
June 22, 2012

VIA E-MAIL (.PDF)

Santa Clara County Local Agency Formation Comimission
70 West Hedding Street

I 1th Floot, East Wing

San Jose, California 95110

Attn: Chairperson Pete Constant and Honorable Commissioners

(Pete.Constant@sanjoseca.gov)

Re: Draft El Camino Hespital District Audit and Service Review
May 30 Santa Clara County LAFCO Meeting, Agenda Item No. 7

Dear Chairperson Constant and Honorable Commissioners:

As a litigation partner at Cox, Castle Nicholson, I have been engaged by the El Camino
Hospital District (the “District”) in anticipation of the potential need to challenge LAFCO's
proposed actions related ta the May 23, 2012 Draft El Camino Hospital District Audit and Service
Review prepared by Harvey M. Rose Associates, LLC (the “Report”).

This letter serves to supplement the District’s May 29, 2012 comment letter on the Report
and its legal infirmities, which is attached to this latter as Exhibit A.! The District will continue to
monitor LAFCO’s actions and responses leading to the August 1, 2012 scheduled hearing. Unless
the threat of dissolution and dissolution findings are removed from the Report, the District will have
no choice but to protect its rights and enumerated powers in a court of law.

The Report is legally deficient, in part, due to its inclusion of mandates that are beyond the
jurisdiction of LAFCO to impose. LAFCO staff presenting a service review thart includes such
threats and premature findings is troubling. LAFCO will act arbitrarily and capriciously and
without substantial evidence if it adopts the Report as currently presented. The Report’s singular
focus on Harvey Rose’s tax advocacy, rather than the actual benefits derived from the District, results
in the Report failing as an informational document. It is unclear why the District is being subject to
unequal treatment as compared to other special districts or why LAFCO has spent the same amount
on the District’s service review as it intends to spend in toral on the service review for all other

I Also, for LAFCO's convenience, we have astached the Disuicr’s initial comments made a5 part of the May 15, 2012
exit conference with Harvey Rose and LAFCO staff as Exhibit B.

o www.coxcastle.com Los Angeles | Orange County | San Francisco
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special districts in the County. We have identified the following legal infirmities of the Report in
addition to those identified in the District’s May 29 letter.

1. The Report’s Dissolution Findings are Incompatible with the District’s SOI and
Therefore Are Unlawful

The dissolution findings are a determination related to a change of organization.
“Determinations [about changes of organization] shall be consistent with the spheres of influence of
the local agencies affected.” Government Code § 56375.5; Placer County LAFCO v. Nevada County
LAFCO (2006) 135 Cal.App.4th 793, 807. Dissolving the District would require an SOI of no
territory as that would be LAFCO’s “plan for the probable physical boundaries and service area of”
the District. Gov. Code § 56076. Thus, LAFCO would be required to at least concurrently revise
the SOI of the District with adoption of the Report. No such action is proposed, analyzed or even
justifiable, thus the dissolution findings are unlawful,

2. The Report’s Dissolution Findings are Not Based on Substantial Evidence

a. Public Service Cost

Government Code section 56881(b)(1) requires LAFCO to find that the “[p]ublic
service costs of a proposal that the commission is authorizing are likely to be less than or
substantially similar to the costs of alternative means of providing the service.” The Report
concludes that if the District is dissolved, a successor agency would assume remaining debt and thar
it can be presumed the Hospital Corporation would continue to operate the Mountain View
Campus, thus the public service cost would be substantially the same. This finding is fatally flawed
in several respects.

First, as the Report acknowledges, “community benefits could potentially decline,
unless the Corporation chose to continue contributing at current or increased levels from other
sources of funds.” Report at 6-8. The Report presents no evidence that the Hospital Corporation
would fund a similar community benefits program as the District. Without substantial evidence of
alternative funding, the only permissible conclusion is that health care service costs will increase due
to the loss of millions of dollars of community benefit funding every year for the foreseeable future.
The Report provides no analysis of the specific programs funded by the District, the ability of the
users of the programs to pay for such services, or the increased cost for comparable services resulting
from the loss of District funding. S

Instead of substantial evidence; the “support” for the Report’s finding consists of
non-sequiturs. For example, the Report states that if the District is dissolved, District residents
would no longer be paying taxes to support the operations of the Hospital. Report at 6-8, This is
irrelevant to whether health cate service costs will decrease or remain the same and ignores that
District residents’ tax bills would not change. The Report also states, as support for the finding, that
property tax receipts would be reapportioned to other jurisdictions to support police, fire, schools
and other services. These jurisdictions have no obligation to use the tax funds to support health care



Santa Clara County LAFCO
June 22, 2012
Page 3

services. Eliminating millions of dollars supporting health care services would result in a
corresponding increase in health care service costs.

The finding is also deficient because the Report does not actempt to analyze or
quantify the transactional costs of dissolving the District and whether those transactional costs could
be recouped over time to avoid increased service costs. The Report acknowledges that the
“separation of the [District and Hospital Corporation] and disposition of assets and liabilities would
be complex.” Report at 6-10. Yet, no cost-benefit analysis was undertaken to determine if the
transactional costs associated with dissolution would support the section 56881(b)(1) finding. By
contrast, it is exactly this analysis that LAFCO appears to be undertaking for the Saratoga Fire
Protection District before LAFCO makes potential findings supporting dissolution. See RFP Special
Study Impacts of the Potential Dissolution of the Saratoga Fire Protection Districe. Without the sort of
study LAFCO is performing for the fire protection district, LAFCO has an inadequate record to
determine that dissolving the District will result in lower or substantially similar health care service
costs. LAFCO cannot properly adopt findings supporting dissolution when the Report it relies upon
as substantial evidence offers no evidence, but instead concludes that there are outstanding issues
that “should be considered and resolved prior to initiating the dissolution.” Report at 6-9. The
Report puts the cart before the horse. If Dissolution findings could ever be made, they would have
to follow a proper analysis of the potential impacts of dissolution.

b. Promoting Public Access and Accountability
Government Code section 56881(b)(2) requires a LAFCO to find thar a “change ol[f}

[sic] organization or reorganization that is authorized by the commission promotes public access and
accountability for community services needs and financial resources.” As the Districe previously
pointed out, in its May 29th letter, the Report simply states thar if there were no longer a District
then public access and accountability would be moot. Report at 6-9. This ignores whether
dissolution would promote public access and accountability. It nullifies the requirement to make
such a finding, effectively stripping it from the statute—any LAFCO could make the same finding 1o
dissolve any agency without consideration of any agency-specific facts. The Report’s findings are
arbitrary. The Report must analyze the public access and accountability of the successor agency and -
compare it to the District and disclose the loss of public access or accountability of the Hospital
Corporation (which provides “community service needs”) if it is no longer subject to the Brown Act.
The District proffers that the result of such analysis will be that the required section 56881(b)(2)
finding cannot be made. On the current record there is no factual basis to support the finding

proposed by the Report.

3. The Report’s Determinations and Findings Are Not Based On Substantial
Evidence

The determinations and findings in a service review “must be adequate to bridge the
gap between raw data and the final conclusion about the status or condition of the municipal service
under review.” OPR Guidelines at 44. The Report contains numerous errors in logic that fail to
bridge the gap between the data and its conclusions and lacks substantial evidence to support its
conclusions.
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a. The Report Contains Factual and Legal Inaccuracies

The Report continues to contain numerous factual errors:

(1 [t is facrually inaccurate that the District receives twice as
much tax as the third highest district hospital. Compare Report at iii and 3-3 with Figure 3.1.

(2 The Report misstates the occupancy percentages for the
County and the Mountain View Campus. Compare Report at xiv and 5-21 with Table 5.5.

(3) The Report inaccurately implies that health care district
powers that existed since at least 1982 were created in 1994. See Report at 3-1, 3-4.

4) At the District’s exit conference, the District inquired if the
Report s use of Medi-Cal Inpatient days as a percentage of total inpatient days has ever been used as
a metric in a health care district service review. The published Report does not clarify whether this is
an appropriate metric based on any published guidance. See Report at 3-7. The District believes it
to be a misleading metric because it does not control for the demographics of a healch care district’s
residents. The continued lack of citation in the Report leads the District to believe this metric s
unprecedented.

(5)  The Repott incorrectly states that the Hospital Corporation’s
CEOQ does not have voting rights. See, e.g., Report at 4-2 n. 2.

6) The Report falsely states the District Board took action
related to the Hospital Corporation’s Los Gatos Hospital transaction. Reportat 4-12.

N The Report continues to misquote IRS Code section
501(c)(3) as a result of relying on secondary sources rather than the code itself. Reportat 4-17.

(8)  The Report continues to use the metric of discharges per
1,000 population despite the District pointing out the more robust and commonly used metric of
inpatient days per 1,000 population.  Report at 5-6. The Report’s metric does not account for the
increased length of inpatient stays resulting from an aging populace.

&) The Report misstates the law by arguing that activities of the
Hospital Corporauon are activities of the District. See, e.g., Report at 5-18.

(10)  The Report continues to make the conclusory argument that
—even though the District’s activities are lawful — the District’s activities are incompatible with the
intent of the law. Report at 5-19.

(11)  The Report continues to demonstrate bias rather than
providing a neutral recital of facts. For example, the Report states that the District and Hospiral
Corporation’s community benefit program “merely” falls within the range of other districts. Report
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at 6-2. The use of “merely” attempts to paint the District in a negative light, rather than the Report
making a neutral statement that the District’s community benefits are within the range of the
benefits provided by other districts, which weighs against, rather than for, dissolution. Likewise, the
Report states that the District “only” contributed $5.1 million towards communiry benefit programs
in the last fiscal year. Report at 6-2. This figure represents nearly 100% of the District’s funds not
restricted by the Gann Limit. This is a remarkable level of efficiency and support despite the
Report’s choice of adjectives. LAFCO should recognize the stellar management of the District’s
community benefit program given the Gann Limit constraints.

(12)  The table on Report page 6-5 continues to ignore ail
disadvanages resulting from a change in governance. These include losing public control of the
Hospital Corporation, the end of funding for current grantees, and increased overhead costs.

(13)  The Report inaccurately states that the District made the
Hospital Corporation’s “general surplus” contributions and supported the Hospital Corporation’s
“general operations.” Report at 6-8. The audit was clear that these funds supported the hospital
replacement project.

(14)  The Report contains inconsistent data on the number of
Hospital Corporation beds. Compare Report at Table 5.1 (285) with Table 5.5 (268).

b. The Report’s Conclusions Regarding Los Gatos and The District’s Dialysis
Centers Are Not Based on Substantial Evidence

The Report concludes that “{given the geographical distance of the Los Gatos
Hospiral to the District, the extent to which the acquisition meets the voters’ original intent or the
purpose of the State law is questionable.” Report at 5-19. The Report also states that the opening of
the Los Gatos Hospital “is wholly inconsistent with the intended purpose of the District.” Report at
6-1. These conclusions are mere assertions without any evidence and are inconsistent with the
underlying facts.

Among other things, these conclusions contradict the Report’s own
acknowledgement that “[a]n emphasis in the law on populations or communities ‘served’ by a
healthcare [sic] district, rather than populations residing within district boundaries, have generally
been interpreted to allow health care districts to extend their influence well beyond jurisdictional
territory.” Report at 5-16 {emphasis added.) The Report also states the District’s enabling
legislation “does not restrict services to a specific territory and, instead, allows health care districts to
serve individuals who reside outside of the district boundaries and in other parts of the region, state,
or even nation.” Report at 5-2, Thus, the Report’s conclusion that the operation of the Los Gatos
Hospital by the Hospital Corporation is questionable due to its distance from the District’s
boundaries is baseless. The same is true for the Report’s conclusion that the District’s operation of
two dialysis centers for over 20 years outside District boundaries raises the same concerns as the
Hospital Corporation’s operation of Los Gatos Hospital. Report at 5-9. The District has the
authority to provide services outside its boundaries. There is nothing “questionable” about it. The
District serving people both within and outside the District’s boundaries is consistent with the law
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and with the services other health care districts provide in California. See B/ Camino Hospital
District Information Re: Local Health Care Districts as Requested by Santa Clara LAFCO, November 4,
2011 (atrached hereto as Exhibit C).

c. The Report’s Conclusion Regarding the Intent of Health Care District Law
is Without Foundation

The Report states that, based on the District’s status and good financial
management, it is clear that the intent of the [Health Care District] law is no longer applicable” to
the District. Report at 6-2. Further, “[while the law has been amended several times to broaden
the scope of health care services that may be provided, the findings in this report demonstrate that,
the continued contribution of taxpayer resources to this function are no longer justified or required.”
Report at 6-2 to 6-3. This conclusion is contrary to law and not based on substantial evidence.

This political assertion is simply not an element of the Cortese-Knox-Hertzberg Law, tax law or the
District’s legal underpinning. It appears that the Report was drafted to meet a preordained
conclusion that is beyond LAFCO’s jurisdiction.

The Reporrt fails to address the amendments to the Health Care District Law, made
before the formation of the District, that demonstrate the legislative intent to permit health care
districts to operate in non-rural settings. The Report fails to show how the District no longer meets
the intent of its enabling legislation. The Report’s statements are conclusory, illogical and
unsupported by the very statutory law upon which it relies.

The Report’s statement that the taxpayer support for the District is no longer
justified or required conflicts with the Report’s conclusion that the District is in full compliance
with the law both in its financial reporting and the provision of its services. There is no logical
connection between the Report’s conclusion that the District is in compliance with the law and its
conclusion that taxpayer support to the District is no longer justified or required. The Report
appears to be subverting the will of the vorers of the District and making value judgments abour tax
policy that are reserved for the Legislature. So long as the District complies with its enabling
legislation or undil the District ceases to exist as a result of a vote of the people, taxpayer support is

both justified and required.

d. The Report’s Conclusion that The District Losing Control of the Hospital
Corporation Would Increase Accountability and Transparency Is Not Based On Substantial
Evidence. '

The Report concludes that removing the District from its role in Hospital
Corporation gavernance would allow for greater transparency and accountability. Report at 6-5.
No substantial evidence supports this conclusion. Currently, all board meetings of both the District
and Hospital Corporation ate subject to the Brown Act. The Report fails to explain how removing
the District as the sole voting member of the Hospital Corporation will increase the District’s
transparency or accountability. The actions of the two boards are already distinct as shown by the
separate meetings, agendas, minutes, and actions. As noted in the District’s May 29" comment
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letter, the mandated governance change? would likely lead to the Brown Act no longer applying to
the Hospital Corporation which would result in the public having less information and control over
the vital services provided by El Camino Hospital. The governance change would result in the
Hospital Corporation becoming private and no longer controlled by elected officials that must be
responsive to their constituents interests. The Report’s analysis of transparency and accountability is

baseless.

e. The Conclusion that Expanding the District’s Boundaries Would Not
Result In a Greater Level of Service to District Residents Is Not Based On Substantial Evidence

The Report concludes that “{i]f boundaries were expanded, the District would
receive more in property tax but would not necessarily provide a greater level of service to District -
residents.” Report at 6-6. This conclusion is contradicted by the Report’s underlying data. The
Report states that 38% of the Mountain View Campus patients are from areas in Santa Clara
County outside of District boundaries. Report 5-10. Thus, any programs funded by the Diserict at
the Mountain View Campus would necessarily serve more District residents if the District’s
boundaries were expanded to include all of Santa Clara County. Even expanding District
boundaries to include all of its current SO would necessarily result in the District serving over
3,000 more District residents if the patients tabulated in Table 5.11 participate or were benefited by
District funded programs (which include capital improvements to the hospital itself). The Report’s
conclusion lacks any basis in fact.

Further the entire premise of this analysis is faulty. Harvey Rose’s position seems to
be that non-taxpayers should not receive taxpayer supported services. This ignores how government
works. Non-residents use local parks, streets, water, sewers, and almost all government supported
services regardless of whether they have contributed money toward those services or facilities. A
health care district should not be singled out for differential rreatment.

£, The Conclusion that the Audit was Unable to Distinguish between District
and Hospital Cerporation Funds is False

The Report concludes that the “audit was unable to draw a clear distinction between
Corporation income and District funds that allowed the Corporation to accumulate surplus net
assets sufficient to acquire Los Gatos Hospital.” Report at 6-9. This conclusion is false and not
based on substantial evidence. The audit concluded the District “did not directly fund the purchase,
operations or maintenance of the $53.7 million Los Gatos Hospital.” Report at 4-20. The audit
was able to clearly track every dollar of District funds. Report at 4-20 to 4-21. The audit concluded

2 Any argument by LAFCO that the mandated governance change is only 2 “recommendation” would be spectous.
The Report itself states that “it may be prudent t initially aliow the District to attempt reforms before raking the
step of reguiring modifications to the governance of the two entities.” Reportat 6-5. Further, the California
Supreme Court has restated the accepted principle that a “choice” that, if not made, results in dissolution is not a
choice at all. California Redevelopment Association v. Matesantos (2012} 53 Cal 4th 231, 270 {"A condition that must
be satisfied in order for any redevelopment agency ro operate is not an option but a requirement.”)
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that “[alll of the District’s revenues, including property tax, interest earnings, and lease payments are
separately accounted for in the financial system . . .[and] are tracked and monitored through the use
of separate accounts.” In response to LAFCO’s question of whether District funds are commingled
with Corporation funds, the audit concluded “No.” Report at 4-21. There is no evidence to
support the Report’s conclusion that the “audit was unable to draw a clear distinction between
Corporation and income and District funds.” All evidence in the record contradicts this conclusion.

g 'The Determination on The Scope of District Services is Inadequate

i. The Report Does Not Disclose District Community Benefit
Recipients that Operate within the District

The Reporrt purports to include a determination of the “nature, location, and extent
of any functions or classes of services provided by the existing district.” Report at 5-22. The
Report’s entire determination, however, focuses solely on the operations of the Hospital
Corporation. This discussion is inadequate because it contains no discussion of the separare
funcrions or services provided by the District. The District provided Harvey Rose and LAFCO staff
with substantial data, not only that which was requested but additional data and relevant
information, including, for example, a table listing all District community benefit grant recipients,
many of which provide services within the District but not at the Mountain View campus. The
Report does not even include chis list, ler alone discuss the substantial data presented to Harvey Rose
or describe these recipients in the body of the document. The Report fails to provide an accurare
summary of the District’s operations.

ve

i, LAFCO Improperly Conducts a Service Review of the Hospital

Corporation

The Report’s service review and governance change recommendations in large part
focus on the Hospital Corporation rather than the District. LAFCO has no authority over the
Hospital Corporation because it is not a local agency. Thus it is improper for LAFCO to conduct a
service review of the Hospital Corporation’s operations or making governance change
recommendations based on activities of the Hospital Corporation.

iii. The Report Does Not Disclose the Benefits Received from the
District Serving Non-Residents

Further, the determination, and the Report as a whole, lacks any analysis of the
benefits to District residents of providing services to non-residents. More than 50 years ago, El
Camino Hospital was established as part of the District as an “enterprise,” meaning that the Hospital
was expected to provide high quality medical care to patients and manage the business as a primarily
self-supporting entity.

Because the hospital is as an enterprise it was anticipated to serve both those within
and without the District’s boundaries, and it is specifically permitted by stature to do so.
Nevertheless, the bond referendum that buile the first hospital was passed by residents of the Diserict
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without any restriction on non-District residents access to the hospital. More recently, the voters of
the District once again passed a bond measure with an emphatic level of support, over 70% of the
vote, to fund the new Mountain View Hospital in response to the State’s unfunded seismic mandate.
District voters fully understood when passing this measure that non-District residents would
continue to use the new, seismically safe, hospital. As explained below, non-resident use of the
hospital benefits District residents.

Broad use of the services enables the District to have a larger hospital (if it served
only District residents it would shrink considerably) with more sophisticated medical and
information technology, and more physicians, especially those who are Board certified in specialty
areas of medicine. This means that District residents receive a higher level of care than would be
possible if the Hospital did not serve out of District patients. Further, the Hospital Corporation’s
operation of the Los Gatos Campus has provided District residents access to better orthopedic spine,
rehabilitation and urology care because the size of the enterprise supports a higher level and greater
variety of services than would have existed without Los Gatos. Residents of the District benefit from
the ability of the District and the hospital to operate in a more competitive manner. Many of the
costs of the hospiral are fixed, and spreading those fixed costs over a greater number of services,
reduces the per unit cost thereby increasing efficiency. The Report’s lack of analysis of the benefits
District residents obtain from the Districr and Hospital Corporation is a disservice to the public and

LAFCO.
4. The Report Fails to Comply with OPR Guidance.

In 2003, the Governor’s Office of Planning and Research (“OPR”) published the
Local Agency Formation Commission Municipal Service Review Guidelines ("OPR Guidelines”) to
assist LAFCOs “to fulfill their statutory responsibilities of promoting orderly growth and
development, preserving the state’s finite open space and agricultural land resources, and working to
ensure that high quality public services are provided to all Californians in the most efficient and
effective manner.” The Report fails to follow the OPR Guidelines in several respects.

a, If Adopted, the Report Would Lead to Inconsistent Treatment of Local
Agencies.

The OPR Guidelines state that “[c]onsistency should be a primary goal in LAFCO’s
review of municipal services, not only for the benrefit of LAFCO and its staff, but also for other
stakeholders who will routinely be involved in the municipal service review process.” OPR
Guidelines at 17. Here, LAFCO has directed Harvey Rose to make a hybrid report of an audit and
service review. Further, the District appears to be the only local agency analyzed in a separate service
review from all other local agencies with spheres of influence in Santa Clara County. One telling
piece of evidence that the District is being treated differently from all other districts in Santa Clara
County is that LAFCO authorized Harvey Rose to spend $70,000 on the Report while LAFCO will
only spend $70,000 total on the service reviews for 17 other special districts, LAFCO RFP for Service
Review of Special Districts in Santa Clara County at 2, Attachment A at 4 (identification of special
districts). This is not consistent treatment. The differential treatment is not justified by the results
of the service review.
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b. The Service Review Was Not Cooperatively Developed

The OPR Guidelines urge the cooperative development of service reviews because
they “enable LAFCO and service providers to more effectively accomplish mutual public service
objectives” and provides a long list of the benefits of collaboration with local agencies. OPR
Guidelines at 7. The Report instead was developed through a formal audit, 2 combative consultant
(by an auditor/consultant who appears to have no prior experience with an MSR review), and secks
to implement changes at the District through threats rather than shared goals and incentives.
LAFCO’s unilateral approach has greatly increased the cost of the District’s review to both the
District and LAFCO and, if the Report is not revised to remove its unlawful mandates, will result in
even costlier litigation. The District would much prefer a cooperative approach with LAFCO in
developing creative approaches to improving the effective and efficient delivery of health care
services.

c. The Report Fails to Acknowledge that LAFCO Lacks Jurisdiction 1o
Manage the District

The OPR Guidelines state chat LAFCO “is not enabled to manage or operate 2
service provider.” OPR Guidelines at 7. The Report ignores the District’s discretion on how to
manage its own affairs and instead mandates specific management decisions such as what are
allowable uses of its funds and how community benefic beneficiary decisions should be made. That
such mandates are beyond LAFCQO’s jurisdiction is made clear by the failure of AB 2418 to make it
out of committee. That bill would have given LAFCO approval authority over any health care
district community benefit expenditure that was not on a starutorily enumerated list. It also would
have required a specific percentage of health care district revenues be applied to community benefit.
The bill was successfully opposed by health care districts who:

cite their unique circumstances in terms of geography, resources,
community role, and day-to-day operations to demonstrate this bill
will impact their ability to deliver services. Many districts believe the
bill is unworkable. For example, Grossmont Healthcare District in
La Mesa indicates it is one of a few districts with voter-approved
bonds financing significant improvements at the publicly-owned
hospital, and appropriately spends a significant portion of their
revenues to administer bond-related activities.

Assembly Committee of Appropriations May 16, 2012 Bill Analysis. The Assembly Committee on
Local Government May 9, 2012 bill analysis recommended the committee consider “District boards
are voter-elected and have been entrusted to determine the appropriate health care services to be
provided by the health care district. The author may wish to consider whether it is appropriate to
grant LAFCO the authority to determine ‘community health care benefits.”” Thus, the Local
Government Committee staff questioned the appropriateness of interjecting LAFCOs into the
community benefit decision-making process. The Report ignores this caution and seeks to invade
the District’s discretion and expertise on how to best provide community benefits. The bill is not
faw and the Report’s attempt to back-door such powers and restrictions is unacceprable.



Santa Clara County LAFCO
June 22, 2012
Page 11

d. The Dissolution Findings Are Improper Because No Concurrent
Dissolution Action is Under Consideration

The Report proposes to make the dissolution findings long before the dissolution of
the District is even agendized. This has resulted in an inadequate record and the failure to disclose
the repercussions of District dissolution. These include the substantial costs in winding down the
District, the increased cost of health care, and the risk of the loss of local control of El Camino
Hospital by its potential acquisition by a large service network. This is contrary to OPR Guidance
which anticipates a full record be developed before any action is taken. OPR Guidelines at 23.

The approach taken in the Report to make dissolution findings before analyzing the
repercussions of that action is not only inconsistent with law and public policy, but also inconsistent
with the approach taken by LAFCO with the Saratoga Fire Protection District. In that case, the
Saratoga Fire Protection District’s service review concluded thar the district could be dissolved and
consolidated with the CCFD, which would result in eliminating district administration costs.” 2010
Countywide Fire Service Review, at 171. However, unlike the Report, no premature dissolution
findings were made. Instead, LAFCO has chosen to undertake a more thorough process with the
Saratoga Fire Protection District, issuing an RFP “to prepare a special study on the impacts of the
potential dissolution of the Saratoga Fire Protection District . . . The study will be used to inform
LAFCO’s decision on whether or not to initiate dissolution of the SFD . .. .7 RFP Special Study
Impacts of the Potential Dissolution of the Saratoga Fire Protection District, at 1. The Saratoga RFP is
clear that the study is “necessary” for LAFCO to make the dissolution findings required by
Government Code section 56881. No such study was done here, yet Harvey Rose asks the LAFCO
to adopt dissolution findings through the Report prematurely and before LAFCO or the public has
any informed understanding of the repercussions of such action. This is reckless, unequal and
unlawful treatment.

e. The Report’s Analysis of Transparency Fails to Follow Established Metrics

The Report’s determination regarding Government Accountability focuses on the
relationship between the District and Hospital Corporation boards and how the current governance
structure, though fully compliant with State law, allegedly blurs the distinction berween the two
entities. Report at 5-21 to 5-22. The Report’s focus on the governance structure is not supported
by the OPR Guidelines. The OPR Guidelines contain tables of factors that a LAFCO may wish to
consider related to making a service reviews determinations. OPR recommends thar a service review
look at the services provided, public cutreach, public participation, election process, accessibiiity of
meetings, public access to budgets and similar considerations when “evaluating an agency’s local
accountability and governance structure.” OPR Guidelines at 42. None of these factors supports a
LAFCO mandate to change an agency’s governance structure which is fully compliant with State

faw.
f. The Report’s Mandates Ignore the Purpose of a Service Review

Service reviews are “information tools that can be used by LAFCO, the public or
local, regional and state agencies based on their area of need, expertise, or statutory responsibility.”
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OPR Guidelines Appendices at 19. The OPR Guidelines contain a list of how setvice reviews can be
used. The purpose includes to “[l]earn about service issues and needs . . . Develop a structure for
dialogue among agencies that provide services . . . Provide ideas about opportunities to streamline
service provision . . . [and d]evelop strategies to avoid unnecessary costs, eliminate waste, and
improve public service provision,” OPR Guidelines Appendices at 16-17. In sum, a service review
may contain recommendations that an agency, employing its expertise, can take under consideration.
Nothing in the OPR Guidelines supports using a service review, which is an informarional
document, to impose mandates on a local agency as done in the Report. The Report itself seems to
acknowledge LAFCO’s limited authority when its states that a service review in intended to support
an SOI change, or in some instances, a boundary change. Report at 6-3. The Report’s summary of
the Cortese-Knox-Hertzberg Act does not allude to any authority to impose mandates.

5. The Report is Not Consistent with Santa Clara’s LAFCO’s Own Policies

LAFCO adopted its own service review policies in 2002 and amended those policies
in 2009. The Report fails to follow LAFCO’s policies in several ways.

LAFCO’s policy states thar a service review in intended to:
© Obrain information about municipal services in the geographic area,
© Evaluate the provision of municipal services from a comprehensive perspective, and

© Recommend actions when necessary, to promote the efficient provision of those
services.

Santa Clara LAFCO Service Review Polictes, at 1. Thus, like the OPR Guidelines,
LAFCO’s own adopted policies recognize that a service review is not a tool to be used 1o impose
mandates on a local agency. LAFCO’s policies go on to state that a service review will “study” and
“evaluate” governmental structure alternatives and operations efficiencies. Service Review Policies at
6; see also LAFCO Service Review Project (April 24, 2002} at 2 (“Service reviews will serve as
information tools . . . to . .. [p]rovide ideas about different or modified government structures.)
LAFCO’s policies do not support the imposition of mandates on the District.

Also like the OPR Guidelines, LAFCQO’s policies encourage collaboration with
service providers. Service Review Policies at 3. Such collaboration was absent in the preparation of

the Report.
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6. Conclusion

The District requests that LAFCO correct the manner errors and inaccuracies in the
Report and that LAFCO not adopt the Report’s mandates related to governance structure on threat
of dissolution or the Report’s unsupported dissolution findings.
627211416961 1v6A

—7AA11 rew B. Sabey
cc: (via e-mail)

Vice-Chairperson Wasserman (Mike, Wasserman@bos.scegov.org)

Commissioner Kniss (Liz. Kniss@bos.sccgov.org)

Cornmissioner Abe-Koga (Margaret. AbeKoga@mountainview.gov)

Commissioner Vicklund-Wilson (Susan@svwilsonlaw.com)

Neelima Palacherla, LAFCO Executive Officer (Neelima.Palacherla®ceo.sccgov.org)
Emmanuel Abello, LAFCO Clerk (Emmanuel. Abello@ceo.scegov.org)

Malathy Subramanian, LAFCO Counsel {Malathy.Subramanian@bbklaw.com)

Steve Foti, Harvey M. Rose Associates, LLC {sfoti@harveyrose.com)

Wesley F. Alles, Board of Directors, El Camino Hospital District (walles@stanford.edu)
David Reeder, Board of Directors, El Camino Hospital District (dwreeder@sbeglobal.net)
John L. Zoglin, Board of Directors, El Camino Hospital District (jzoglin@comcast.net)
Patricia A. Finarson, M.DD., M.B.A., Board of Directors, El Camino Hospital District
(peinarson@stanfordalumni.org)

Tomi Ryba, President and Chief Executive Officer, El Camino Hospital Corporation
(Tomi.Ryba@elcaminohospital.org)

Attachments

H.E. (Ned) Borgstrom, Jr., Past Interim Chief Financial Officer, El Camino Hospital Corporation

(Ned_Borgstrom@elcaminohospital.org)

Michael King, Chief Financial Officer, El Carnino Hospital Corporation
{(Michael_King@elcaminohospital.org)

Gregory B. Caligari, Cox Castle Nicholson (gcaligari@coxcastle.com)
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May 29, 2012 File No. 62721
BY EMAIL (.PDF)

Santa Clara County Local Agency Formation Commission

70 West Hedding Street

11th Floor, East Wing

San Jose, CA 95110

Attention: Chairperson Pete Constant and Honorable Commissioners
Pere. Constant@sanjoseea.gov

Re:  Draft El Camino Hospital District Audit and Service Review
May 30 Santa Clara County LAFCo Mecting, Agenda Item No. 7

Dear Chairperson Constant and Honorable Commissioners:

I am writing on behalf of the El Camino Hespital District {the “District”) regarding
the May 23, 2012 Draft El Camino Hospital District Audit and Service Review prepared by Harvey
M. Rose Associates, LLC (the “Report”).

‘ Given the short amount of time berween the public release of the Reporr and the
May 30" LAFCo hearing, this letter is intended to present several of the District’s higher level
comments, We reserve the right to submit a more derailed comment letter prior to the expiration of
the public comment period regarding chis marter,

The District strongly disagrees with the Report’s recommendarions to have District
residents give up control of the Mountain View Hospital 2nd to begin actions towards dissolving the
District if the recommended changes, that would limit the Diserict’s authority to provide its health
care services, are not implemented, especially given that the Report acknowledges strong, positive
results achieved under the current structure. The mandates in the Report related to the control,
management and potential dissolution of a governmental agency appear unwarranted given no
finding of impropriety is made related to the governance structure or finances of either the Diserict
or the El Camino Hospital Corporation (the “Hospital Corporation”) relared to the acquisition of
the Los Gatos campus, or otherwise. Indeed, the Reporr finds that the Hospital Corporation is a
“successful organization in a thriving healthcare market,” that provides “a vital healthcare service in
the community” and that the District has demonstrated “an ability to contain costs and improvef]
financial performance.” The Report also concludes that the District and the Hospital Corporation
are “performing well” and in “good to excellent, as well as stable” financial condition. The
recommendation to upset the current governance of the District and the Hospital Corporarion,
including the possible dissolution of the District, and the conclusion that continued contribution of
taxpayer resources to the District are no longer justified, make no sense given these findings.

-  www.coxcastle com Los Angeles | Orange County | San Francisco
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The following is a summary (discussed in more detail below) of our initial concerns

with the Report:
>

1.

The Report fails to present information in a neutral manner and omits
information that demonstrates the benefits the community derives from the

District.

The Report ignores the clear an unambiguous language of State law when it
implies thar the District’s transfers to the Hospital Corporarion may be
unlawful. . :

The Report ignores the corporate separateness of the District and the
Hospiral Corporation.

The Report places no value on the public control of the Mountain View
Hospital and would have LAFCo mandate that this vital asset to the
community become private even though the Report concludes the current
governance structure complies with Starte law.

The various proposed mandates put forward by the Report are beyond
LAFCo’s authority. Rather than promoting orderly development and
efficient and affordable service delivery, the Report advocates substituting the
opinion of LAFCo over that of a publicly elected decision-making body in a1
area wholly outside LAFCo’s expertise — the provision of health care services.
The Report asks LAFCo to abrogate the enumerated powers of the District
under the Health & Safety Code 10 determine whar is in the best interests of
the District and the people served by the Districr.

The Report’s dissolution findings are unlawful and unwarranted.

The Report Advocares Rather than Discloses.

We have concetns thar facts are not presented in a neutral manner as would be
expected in a service review or audit. For example the Report repeatedly states that the District does
not “distinguish itself.” The relevant metric for service reviews under the Cortese-Knox-Hertzberg
Act is “effective or efficient service delivery.” Gov Code § 56430(2)(7). Given that the Santa Clara
County Board of Supervisors unanimously adopted a resolution on May 22, 2012 (the “County
Resolution”) stating that the District provides “the most cost-effective, direct use of its funds to
benefit the health of our community,” it is unclear whar siandard Harvey Rose expects the District
to meet to avoid the loss of control of the Hospital Corporation or dissolution.

Serting aside the disagreement between Harvey Rose, on one hand, and the District
and the County, on the other hand, regarding whether the District does distinguish itself, ultimarely
whether the District distinguishes itself is criricism that does not further the analysis of whether the
District provides efficient or effective benefits 1o the community. The lack of neutrality of the
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Report is also apparent in its failure to enumeratc the highly valuable and cffective community
benefit programs funded by the District and the awards both the District and the Hospital
Corporation have received for their service to the community.

The report details pages of community benefit standards applicable to health care
districts or not-for-profit hospitals (Report at 4-15 to 4-18) and finds that the District and the
Hospiral Corporation comply with these standards. Report at 4-18. Yer, Harvey Rose finds that
based on metrics that, o the District’s knowledge, have never been used in another health care
district service review, that the District does nor distinguish itself. Report ar 4-19. Harvey Rose uses
this conclusion to support the loss of public control of the Hospiral Corporation and dissolution of
the District. Report at 6-10. Given that all of the Districr’s community benefit programs would be
pur at risk if LAFCo adopts the draft Report, the Districe feels it is important for LAFCo and the
public to be aware of the viral services the District provides to those that would otherwise have
inadequate access to health care. 'We have attached a table of the District’s community benefit
program recipients from FY09 through FY11, all of which serve District residents, as well as a copy
of the text of the County Resolution, so that LAFCo and the public have a berter understanding of
some of the benefits the District provides to its residents,

2, The Report Incorrectly Implies that the District Violated Heath & Safety
Code Requirements. '

" The 1992 transactions between the District and the Hospital Corporation described
in the Report transferred assets greater than 50% of the District assets to the Hospital Corporation
in compliance with the applicable requirements of Health & Safety Code section 32121(p). The
provisions of the Health & Safery Code that the Reporr asseres may have been violated (see Report at
4-11) were added during the 1991-92 regular session and the 1993-1994 regular session of the State
Legislature (including the voter approval requirement for district transfers of 50 percent or more of
the district’s assets referred to in the Report) These changes do not apply to “[a] district that has
discussed and adopted a board resolution prior to September 1, 1992, that authorizes the
development of a business plan for an integrated delivery system.” Health & Safety Code §
32121(p)(4){A). The District had discusscd and adopred a board resolution prior to Seprember 1,
1992 that authorized the development of a business plan for an integrated delivery system. Asa
result, with respect to transfers between the District and the Hospital Corporation, the District is
exempt from the changes to section 32121(p) made berween 1991-1994, Health & Safety Code §
32121(p)(4)(A). The Report seems to second guess the State Legislature by stating “it is unclear why
the Legislature would exempt the District from such an important provision,” Report ar 4-11.
Harvey Rose’s skepticism does not justify ignoring the plain language of State law. The District is
exempt under the clear and unambiguous language of Health & Safery Code-
section 32121(p)(4)(A). Recognizing this exemption, the District fought ro ensure that transf;ers of
assets by the Hospital Corporarion would be subject to voter approval by requesting and obraining
the enactment of Health & Safety Code section 32121.7.
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3. ‘The Report Discounts the Corporate Separateness of the District and the
Hospital Corporation.

The Report repeatedly recognizes that the District and the Hospital Corporation are
separate legal entities. Indeed, State law permits the governance structure used by the District and
the Hospital Corporation, and specifically recognizes the District and the Hospital Corporation as
separate legal entitics. (See, for example, Health & Safety Code § 32121.7). However, the Report
essentially ignores that fundamenta] legal distinction, and states that “any activities of the [Hospital]
Corporation are, by extension, activities of the District” (Repore at 5-9) and repeatedly states that
the District and the Hospital Corporation are indistinguishable from a governance and financial
perspective. This is a fundamental inconsistency in the Report that is not legally defensible. The
Districe agrees that consolidated financial statements for the District and the Hospital Corporation
are required by accounting practices and are a standard for financial reporting for government
agencics and others. However, from a legal and governance standpoint, the District and the
Hospiral Corporation are separate and distinct entities. There is no basis to penalize or mandate
business decisions when the District is complying with the law.

4. Mandate to Change Corporate Structure Would Decrease Transparency,
Public Accountability and Efficiency.

The Report contains no substantiated finding that the changes recommended by the
Report would result in greater accountability for community service needs. Indeed, we believe the
proposed changes would actually decrease transparency, public accountability and efficiency. The
recommended changes to the Hospital Corporation’s Board would insulate it from community
control as it would no longer consist of a majorizy of publicly elected board members who must be
responsive to their constituents. Further, the recommended changes could result in the Brown Act
no longer applying to Hospital Corporation Board meetings, which would result in reduced
transparency related to Hospital Corporation operations and management, and the elimination of
the requirement that that the audit of Hospital Corporation finances be made publicly available.

From the District’s exit interview with Harvey Rosc it was clear that, in Harvey
Rose's view, the loss of public control of the Hospital Corporation is not a LAFCo concern, thus any
loss of transparency or public access to the Hospital Corporation itself is irrclevant to its
recommendations. LAFCo’s consultant may not consider it important that the District, and
therefore ultimately the voters of the District, control the Mountain View Hospital — but the
District values thar grearly, and believes that the votess of the District do as well.

5. The Repbrt is Not Consistent with the Cortese-Knox-Hertzberg Act.
a. LAFCo is an Agency With Limited Authority.

LAFCo is an agency with specific, enumerated, powers. Gov. Code § 56375.
Notably, LAFCo is only authorized to impose conditions on a local agency in limited circumstances.
See, e.g., Gove Code §§ 56375(a}(5); 56376.5(c) (“This section shall not be construed as
authorizing a commission to impose any conditions which it is not otherwise authorized to
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impose™); 56886 (conditions that may be imposed related 1o reorganizarion). The Correse-Knox-
Hertzberg Act does not authorize LAFCo to impose conditions related to a spheres of influence
(“SOI”) determination except when considering an amendment to an SOI requested by a third -

party. Gov. Code § 56428(c).

One of LAFCo’s primary responsibilitics is to establish an SOI for local
governmental agencies “to promote the logical and orderly development of areas within the sphere.”
Gov. Code § 56425(a). A LAFCo is required ro review and possibly update an agency’s SOT at least
once every five years. Gov. Code § 56425(g). In determining an agency's SOI, a LAFCo can
consider reorganization, including dissolution, of 2n agency when it is found to be feasible and “will
further the goals of orderly development and efficient and affordable service delivery.” Gov. Code §
56425(h); see also Gov. Code § 56375(2)(2)(F} (dissolution is an act of reorganization).

b. The Report Proposes Actions Beyond LAFCo’s Authority.

The statutory purpose of a service review is to provide the informarion necessary “to
prepare and to updatc spheres of influence.” Gov. Code § 56430. The Cortese-Knox-Hertzberg
Acr requites a service review o include seven determinacions. These include “[ajecountability for
communiry service needs, including governmental structure and operational efficiendies” and “[ajny
other matter refated o effective or efficient service delivery . .. ." Gov. Code § 56430(a)(6)-(7).!
State law permits 2 LAFCo 1o assess the consolidation of government agencies, but only to the extent
such consolidation “improve{es] efficiency and affordability of infrasrructure and service delivery
within and contiguous to the sphere of influence . . .." Gov. Code § 56430(b). In sum, LAFCo s
only authorized to review the Districe’s SOI or reorganization to the extent such review is related to
“efficient and affordable service delivery.” LAFCo’s own service review policies reflect this
limjration. Sanra Clara LAFCo Service Review Policies, p. 1 (“The service reviews are intended to
serve as a tool to help LAFCo, the public and other agencies better understand the public service
structure and evaluate options for the provision of efficient and effective public services;” service
review may be used to “[rlecornmend actions when necessary, to promote the efficient provision of
those services”). Given that Harvey Rose concludes that the Discrice pues almost 100% of its funds
that are not restricted by the Gann limit towards community benefic programs, and thus, in our
view, is a model for efficiency, the condlusions of the Report are unfounded and unlawful.

c. The Report Asks LAFCo to Become the District's Manager,

In apparently irs first ever scrvice review for a health care district, Harvey Rose
appears to be acting as a management consultane, rather than providing LAFCo the information
necessary to cnsure ordedy development and efficient and affordable service delivery. Harvey Rose

! Harvey Rose appears to have relied on a superseded version of the taw because the Report does nor indude all
required dererminations. Government Code section 56430(2}(2) requires a determination of the “location and
characteristics of any disadvantaged unincorparated communiries within or contiguous to the sphere of influence.”
However, the Report’s statement of desermination makes no such derermination. Report at 5-20 ro 5-21,
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has prepared a service review that would substitute the opinion of LAFCo over that of a publicly
elected decision-making body in an area wholly outside LAFCo’s expertise — the provision of health
care services. For example, the Report requires the District to stop expending its funds on capital
improvements to the Mountain View Hospital and instead “divert these funds to community
benefits programs” (Repore at 6-4), even though the District’s expenditure of funds on capital
improvements to the Mountain View Hospital is fully consistent with State law and the voters’
approval of a measure to tax themsclves for that purpose. In addition, the Report requires that the
District divert its funds from existing community benefits recipients “to other programs that more
directly benefit the residents of the Districe” (Report at 6-4) even though the current expenditures.of
community benefits dollars are fully consistent with State law, and as recognized by the County
Resolution, the District currently provides “the most cost-effective, direct use of its funds to benefit
the health of our community” which “funds have directly helped 12,518 patients receive cost-
effective primary care and dental services, avoiding inevitable emergent medical and dental crises that
would require many times the funding to treat.” County Resoludon.

The Report includes a mandate that, if these and other recommended actions that
would limit how the District provides its health care services are not implemented, the District
Board must remove the District as the sole voting member of the Hospital Corporation and change
the membership of the Hospital Corporation Board to include majority representation by
individuals other than members of the District Board of Directors. If this governance change is not
made, the Report concludes the District should be dissolved. Report at 6-10.

To be clear, the District welcomes the opportunity to consider recommendations for
how it could best serve the District and further increasc transparency. But imposing mandates that
abrogate powers of the District given by its enabling legislation is an unauthorized imposition ofa
condifion and unrelated to the affordable or efficient provision of health care services. Gov. Code

§§ 56425¢h); 56430(2)(6)-(7).

d. The Report Would Have LAFCo Usurp the Powers Granted to a
Publicly Elected Board Even Though Current Operations are Authorized by Law.

The Report also separately mandates that “if the {Hospital] Corporation continues to
purchase property outside of the District boundaries” the District must give up control of the
Hospital Corporation or face dissolution. The justification for this requirement is not stated by
Harvey Rose. Perhaps it is based on Harvey Rose's assertion that, because the Hospital Corporation
has received fiunds from the District specifically to support the El Camino Mountain View Hospital,
that all Hospiral Corporation revenues, including any revenues not received from the District, must
be spent within the District boundaries. We note that this proposed limitation mirrors legislation
vetoed by Govemor Schwarzenegger, SB 1240 (Corbetr, 2010). This legislation would have, with
certain exceptions (inchiding one applicable to the Hospital Corporation), required all revenues
generated by a health care district facility or facilidies that are operated by another entity, to be used
exclusively for the benefit of a facility within the geographic boundaries of the districe and owned by
the district. The Governor's veto message stated that existing law already provided for balanced
safeguards, and that the bill would have “disrupt[ed] the balance between local discretion by local
clected officials and state policy for assuring access to health care.” If LAFCo approves the Report, it



Santa Clara County LAFCo
May 29, 2012
Page 7

would be taking the position that it has the ability to impose conditions on health care districts that
was proposed by the Legislacure but rejected.

The Report also ignores that the Los Gatos campus, and the dialysis service centers
that have been in operation for approximately 20-years, are owned and operated by the Hospital
Corporation and not the District. As stated above, the Report’s conclusion that “any activities of the
[Hospital] Cosporation are, by extension, activities of the District” {(Report at 5-9) is not legally
defensible or consistent with the Report’s recognition that the Hospital Corporation and the Diserict
are separate legal entities. But even assuming, for the sake of argument, thar the Hospital
Corporation’s actions are, by extension, actions of the District, the District itself has the right to own
and operate health care facilities within and without the limits of the District. Health & Safety
Code section 32121{c) specifically provides that a health care district has the power to:

purchase, receive, have, take, hold, lease, use, and enjoy property of
every kind and description within and without the limits of the district,
and to control, dispose of, convey, and encumber the same and create
a leaschold interest in the same for the benefit of the district,
[emphasis added]

and Health & Safety Code section 32121(j) specifically provides that a health care district has the
power to:

establish, maintain, and operate, or provide assistance in the
operation of, one or more health facilities or health services,
including, bur not limited to, outparient programs, services, and
facilities; retirement programs, services, and facilities; chemical
dependency programs, services, and facilities; or other health care
programs, services, and facilities and activities ¢ any location within or
without the district for the benefit of the district and the people served
by the district. {emphasis added]

The Report would essentially take away the enumerated powers of the District under
these provisions of the Health 8 Safery Code to determine what is in the best interests of the
District and the people served by the District, rather than leaving chat decision where it belongs,
with publicly elected District board members who must be responsive to their constituents,

The Report’s mandate that the District no longer exercise rights that it is specifically
empowered to exercise under the enabling legisladon for health care districrs is improper and there is
no precedent or auchority that supports such a mandate. We also believe that implementing the
requirement that the District give up sole voting membership of the Hospital Corporation would
require confirmation by the voters of the District under the Health & Safety Code, which issue is
not identified or considered in the Report at all. See Health 8¢ Safety Code § 32121.7.
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e. The Report’s Dissolution Findings are Unlawful and Unwarranted.

LAFCo does not have the power to impose conditions on the District or mandate
how the District should exercise its discretion. It is one thing for LAFCo to make recommendations
related to the seven determinations required in a service review, but when those recommendations
become mandates that the District cede its rights and powers granted by the State Legislature on
threat of dissolution, LAFCo would be exceeding its authority. As explained above, LAFCo is only
authorized to self-initiate reorganization action such as dissolution if it “will further the goals of
orderly development and efficient and affordable service delivery.” Gov. Code § 56425(h).
However, dissolution is threatened in the Report, not to further the efficient and affordable delivery
of health care services; but to be used by LAFCo as a hammer, if the District does not acquiesce to

the Report’s demands.

The Cortese-Knox-Hertzberg Act provides no authority for LAFCo to threaten local
agencies with dissolution if an agency does not permit LAFCo ro substitute LAFCo’s judgment for
that of the agency with respect to matters unrelated o the efficient and affordable delivery of
services. Instead, dissolution must firther the affordable and efficient delivery of health care services.
The Report fails to explain how dissolving the only health care districr in Santa Clara Couaty would
improve assess to health care services. :

The District provides invaiuable communiry benefits related to health care, and
dissolution of the District would result in the community being denied access to needed medical

services without any reduction in taxes to the District residents. This is because any successor agency
would not have a legal mandate to use its increased tax allocation for health care purposes. Further,
the Report’s indings that the District and the Hospital Corporation no longer needs taxpayer
support is beyond the role of LAFCo in determining an appropriate sphere of influence.2 Any
decision of whether taxpayer dollars should be redirected from health care services is reserved to the
State or the voters of the District.

Given that the Report concludes that the District and Hospital Corporation are well
managed and valuable assets to the community, the Report’s recommendation of dissolution if the
District does not accede to all of the Report’s demands appears completely unnecessary and should
be rejected. At the very least, the findings required to dissolve the District should not be made

2 We also question the appropriateness of the Report’s concluding thar the sphere of influence or boundarics of the
District should not be expanded, despite an explicit recognition that such expansion would better reflect the
Mountain View Hospiral's service reach into surrounding communitics. Harvey Rose appears o be playing wwo
sides of a coin. It complains thar the Districr and the Hospital Corporation provide services ro “non-District
residents, who are not taxed” {Report at 6-10) but also argues against expanding the SOI because it resulc in
“[a}dditional taxpayers, who already have access to Mountain View Hospital services,” would be taxed. Report at 6-6
{ernphasis added). Thesc wo arguments appear irreconcilable. It should be noted that e Hospital Corporation
does not deny service 1o anyone based on their Jocation of residence or ability to pay.
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unless and until LAFCo has actually determined to initiate dissolution proceedings.? In additien,
the Report fails to disclose the requirement in Gov, Code section 57103 that any LAFCo resolution
ordcring dissolution of 2 health care district is subject to confirmation of the voters, which
requirement was not climinared or modified by California Asscmb[y Bill 912, which implemented
changes to Gov. Code section 57077 only.

6. LAFCo Should Not Adopt the Report’s Recommendations Regarding
Corporate Restructuring or Dissolution,

We urge LAFCo to not adopt the Report’s recommendations regarding corporate
restructuring or dissolution so that the Report berter reflects the purpose of a service review and
LAFCo's authoricy. Finally, since chere is no immediate recommendartion of initiating dissolution
proceedings, we respectfully request chat LAFCo not adopt any of the dissolution findings contained
in the Report. Dissolution proceedings have not been initiated, thus it is premature to adopt
findings related to such proceedings before an adequate record has been developed. The Districe
intends to zealously defend its autonomy to determine how to continue to provide “the most cost-
effective, direct use of its funds to benefit the health of our community” and manage its operations,
We look forward to working with LAFCo to address our concerns.

Sincerely,

Gregory B. Caligari

Artachments
6272144165106

3 W have significant concerns regarding all of the dissolution findings in the Report. For example, we note thar the
finding for whether dissolution would promote public access and accountability is circular. The Report simgly finds
that If there were no longer a Distrdct then public access and accountability would be moot. This ignores whether
dissohution would promote ;)u[)hc access and accountability. It also makes the requirement 1o make such z finding a
aullity, effectively stripping it from the statute, because any LAFCo could make the same finding to dissolve zny
agency without consideration of any agency-specific facts. This makes the Report's findings completely arbitrary,



Santa Clara County LAFCo
May 29, 2012
Page 10

e

(by email)

Viee-Chairperson Wasserman (Mike. Wasserman®@bos.sccgov.org)

Chairperson Kniss (Liz.Kniss@bos.sccgov.org)

Commissioner Abe-Koga (Margarer AbeKoga@mountainview.gov)

Commissioner Vicklund-Wilson (Susan@svwilsonlaw.com) '

Neelima Palacherla, LAFCo Executive Officer (Neelima.Palacherla@ceo.scegov.org)
Emmanuel Abello, LAFCo Clerk (Emmanuel. Abello@ceo.scegov.org)

Malathy Subramanian, LAFCo Counsel (Malathy.Subramanian@bbklaw.com)

Steve Foti, Harvey M. Rose Associates, LLC (sfori@harveyrose.com)

Wesley F. Alles, Board of Directors, El Camino Hospital District (walles@sranford.edu)
David Reeder, Board of Directors, El Camino Hospital District (dwreeder@sheglobal.net)
John L. Zoglin, Board of Directors, El Camino Hospiral District (jroglin@comcast.net}
Patricia A, Einasson, M.D., M.B.A., Board of Directors, El Camino Hespital Districe
(peinarson@stanfordalumni.org)

Tomi Ryba, President and Chief Executive Officer, El Camino Hospital Corporation
(Tomi.Ryba@elcaminchospital.org)

H.E. (Ned) Borgstrom, jr., Past Interim Chief Financial Officer, El Camino Hospital
Corporation (Ned_Borgstrom@elcaminohospial.org)

Michael King, Chief Financial Officer, El Camine Hospital Corporation
(Michael_King@elcaminohospital.org)
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Attachment 2

' Text of County Resolution
{Unanimously adopted by Santa Clara County Board of Supervisors on May 22,2012)

WHEREAS, Santa Clara Valley Medical Center is dedicated to the health of the whole
community, providing a comprehensive health care system which includes an established network of
community clinics known as Valley Health Centers. Valley Health Centers ensure that residents have
access to vital primary care, laboratory, radiology, dental care, behavioral health care and pharmacy
services in their neighborhoods; and

WHEREAS, cuts in California’s state budget have resulted in reductions in coverage for
critically important preventive services for Santa Clara County residents using Medi-Cal, and many more
people have recently been left without health care coverage due to recent economic constraints across the

country; and

WHEREAS, El Camino Hospital District has as its mission to address the unmet health needs of
its community, and has over the past three years donated $3,814,000 to underwrite otherwise un-funded
services at Valley Health Center Sunnyvale. These funds have directly helped 12,518 patients receive
cost-effective primary care and dental services, avoiding inevitable emergent medical and dental crises
that would require many times the funding to treat; and

WHEREAS, the partnership between El Camino Hospital District and Santa Clara Valley
Medical Center is a model of collaboration between a public health system and a non-profit hospital
district to meet their shared goal of improving our community’s health. El Camino Hospital and Santa
Clara Valley Medical Center lave been developing progrars and support systems as part of readying the
County for health care reform. An important element of the partnership is fully developing the “medical
home” mode] in which all care is provided in one place.

NOW, THEREFORE, BE IT RESOLVED that the Board of Supervisors of the County of
Santa Clara, State of California does hereby honor and commend El Camino Hospital District for its
dedication to the health of the peopie of Santa Clara County and the partnership it has undertaken to make
the most cost-effective, direct use of its funds to benefit the health of our community.

PASSED AND ADOPTED this Twenty-Second Day of May, Two Thousand Twelve, by
unanimous vote,

George M. Shirakawa
President, Board of Supervisors

Mike Wasserman
Supervisor, District One

Ken Yeager
Supervisor, District Four

Dave Cortese
Supervisor, District Three

Liz Kniss
Supervisor, Distriet Five

Lynn Regadanz
Interim Clerk, Board of Supervisors
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Gregory B. Cdligari
41%.262.5111
gealipari@coxcastle.com

May 11, 2012 File No. 62721

VIA E-MAIL (Neelima.Palacherla@ceo.sccgov.org)

Neelimna Paicherls, Executive Officer

Santa Clara County Local Agency Formation Commission
70 West Hedding Street

11th Floor, East Wing

San Jose, CA 95110

Re:  Administrative Draft El Camino Hospital District Audit and Service Review
Dear Neelima:

Thank you for the opportunity to present the following comments regarding the
Administrarive Drafi El Camino Hospital Districe Audit and Service Review (the “Report”), and for
meeting with me and my associate Christian Cebrian on Thursday, May 3rd. The majority of our
specific comments are delineated in the copy of the draft that is enclosed with this letter. However,
we would like to take this opportunity to present several of El Camino Hospital District’s (the
“District”) higher level comments in this letter.

In sum, the mandates in the Report related to the control, management and
potential dissolution of a governmental agency appear unwarranted given no finding of impropriety
is made related to the governance structure or finances of either the District or the El Camino
Hospital Corporation (the “Hospital Corporation”). Indeed, the Report finds that the Hospital is a
“successful organization in a thriving healthcare market,” that provides “a vital healthcare service in
the community” and that the District has demonstrated “an ability to contain costs and improve]]
financial performance.” The Report also concludes that the District and Hospital Corporation are
“performing well” and in “good to excellent, as well as stable” financial condition. The
recommendation to upset the current governance of the District and Hospital Corporation,
including the possible dissolution of the District, and conclusion that continued contribution of
taxpayer resources to the District are no longer justified, are misplaced given these findings.

The following are our general comments related to the Report:

» The Report Advocates Rather than Discloses. We have concerns that facts
are not presented in a neutral manner as would be expected in a service
review or audit. For example the Report states that the “vast” majority of the
Hospital’s community benefits reflect unreimbursed costs then discounts the
value of such benefits. The Report fails to disclose that this ratio is well

B www.coxcastle.com Los Angeles | Orange County | San Francisco
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within the norm for hospitals throughout California. Likewise, the Report
repeatedly states that the District does not “distinguish itself.” The relevant
metric for service reviews under Cortese-Knox-Hertzberg Act is “effective or
efficient service delivery.” Gov Code § 56430(7). Setting aside our
disagreement regarding areas where the District does distinguish itself as
noted elsewhere in this letrer and the attachment, ultimately whether the
District distinguishes itself is criticism that does not further the analysis of
whether the District provides efficient or effective benefits to the community.
The lack of neutrality of the Report is also apparent in its failure to
enumerate the highly valuable and effective community benefit programs
funded by the District and the awards both the District and the Hospital
have received for their service to the community. We have provided you
with detailed information regarding the District’s procedures, policies, and

reporting requirements regarding the community benefits programs that

ensure District funds are used to support the people served by the District.

Factual Inaccuracies and Omissions. The Report contains numerous factual
inaccuracies and omissions that should be corrected before the Report is
made public. The following are a few examples:

& The Report relies on a third party white paper, rather than actual
legislative history, to describe the legislative intent of the Local Health
Care District Law. This error is compounded by the Report ignoring
the intent of the amendments made to this law since 1945, including
the remova) before 1956 of any requirement thar a district be located
in a rural area, significant amendments to hospital district enabling
legislation in 1993 to rename hospital districts “health care districts”
and expanding the definition of health care facilities to reflect changes
in the medical services industry. In addition, the Report does not
discuss the seismic safety standards (requiring compliance by 2013}
for hospitals established by the State legislature in 1994. In many
cases these seismic safety standards required the replacement of
existing hospitals (the new Mountain View Hospital opened in 2009
to meet such seismic standards with the financial assistance of the
District).

® The 374 Genera! Acute Care beds referred to in the Report include
99 beds located in the old Hospital tower which have not been
available for use since the new Mountain View Hospiral was opened
in 2009, and which will be deleted from the Hospital license as of
December 31, 2012. This error infects much of the Report’s service
review, especially all conclusions regarding capacity.
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One of the key figures in the Report is Figure 3.1, which is intended
to reflect the refative tax allocation for California health care districts
FY 09-10. This Figure is incomplete and misleading. For example, it
omits certain large health care districts, including Grossmont
Healthcare Distrier and Peninsula Healthcare District, and fils to
reflect the actual and subsrantial tax revenues of the Washington
Township Healthcare District. In addition, while assessed valuarion
is not available for all districts, the State Controller’s report upon
which this figure is based reflects that some districts receive more than
four times the amount of taxes per assessed valuation as the District,
which is not reflected in the Report. Figure 3.1 is also misleading in
that it fails to distinguish between 1% ad valorem tax revenues and
general obligation bond tax revenues that are separately approved by
districe vorers.

The Report is inaccurate regarding the governance structure of the
Hospital Corporation. Contrary to the statements in the Report, the
Chief Executive Officer, as an ex officio member of the Board of the
Hospital Corporation, has full voting rights on the Hospital
Corporation Board as specified in the Hospital Corporation Bylaws.
In addition, the Report incorrectly states that all the elected District
Board members are also members of the Hospital Corporation Board
of Directors. Uwe Kladde is an elected member of the District Board,
but is no longer on the Hospital Corporation’s Board.

The findings and recommendations in the Report appear
unprecedented, other than, perhaps, the recent deliberations of the
Contra Costa County LAFCo related to the Mt Diablo Healthcare
District. In that case, however, the LAFCo found that the Mr.
Diablo Healthcare District had in the past decade spent 85% of its
property tax proceeds on overhead, elecrion and legal bills. Here, in
stark contrast, over the past five years (FY2007-FY2011), the District
has spent a total of only Fifteen Thousand Six Hundred Fifty Dollars
($15,650) on general and administrative expenses, meaning that
nearly 100% of the one percent ad valorem tax revenues received by
the District have been allocated for community benefits programs,
funds to assist in financing the construction of the new earthquake
safe Mountain View Hospital, and other capital improvements for the
Mountain View Hospital — all of which provide valuable benefits to
the residents of the District. The Report fails to disclose this
important information regarding the highly efficient use of District
tax revenues.
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» The Report Incorrectly States that the District May Have Violated Heath

& Safety Code Requirements Re Voter Approval for the Transfer of Assets
from the District to the Hospital Corporation. The 1992 wransactions
berween the District and the Hospital Corporation described in the Report
transferred assets greater than 50% of the District assets to the Hospital
Corporation in compliance with the applicable requirements of Health and
Safety Code § 32121(p). During the 1991-92 regular session and the 1993-
1994 regular session, many of the provisions on which the Report bases its
assertions of a violation of Health and Safery Code § 32121 (p) were added
(including the voter approval requirement for district transfers of 50 percent
or more of the district’s assets referred to in the Report). The Districe had
discussed and adopted a board resolution prior to September 1, 1992 chat
authorized the development of a business plan for an integrared delivery
system. As a result, with respect to transfers berween the District and the
Hospital Corporation, the District is exempt from these changes to
§32121(p) made between 1991-1994. Health and Safety Code §

32121 (p)(4)(A).

At our meeting on May 3", you asked whether the District continues to
operate through an integrated delivery system. This is irrelevant to the
applicability of the 32121{p)(4)(A) exemption, which only requires adoption
of a resolution and does not require ongoing use of an integrated delivery
system. {Compare, for example, the exemption contained in the very next
subsection, Health and Safety Code § 32121(p)(4)(8), which pertains to [a]
lease agreement, transfer agreement, or both between a district and a
nonprofit corporation that were in full force and effect as of September 1,
1992, for as long as that lease agreement, transfer agreement, or both remain in

full force and effect.” (emphasis added).)

We would also note that, when enacting SB 819 in 1999 (which added
Health & Safety Code §§ 32121.7 and 32121.8), the State legislature
recognized the unique relationship between the Hospital Corporation and
the District, and that continuing asset transfers will take place between the
Hospital Corporation and the District. Rather than prohibiting those
transactions, the Legislature chose to regulate dispositions by the Hospiral
Corporation. Health and Safety Code § 32121.7. Specifically exempted
from these restrictions are transfers by the Hospital Corporation to the
District or to any entity controlled by the District. Health and Safety Code
§ 32121.7(f). A parallel exemption for transfers from the District to the
Hospital Corporation or other entities controlled by the District was not
required because of the categorical exemption applicable to the District under

Health and Safety Code § 32121(p)(4)(A).
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» The Report Discounts the Corporate Separateness of the District and

Hospital Corporation. The Report recognizes, but essentially ignores, that
the District and the Hospital Corporation are separate legal entities. The
Report repeatedly states that the District and the Hospital Corporation are
indistinguishable from a governance and financial perspective. Consolidated
financial statements for the District and the Hospital Corporation are
required by accounting pracrices and are a standard for financial reporting for
government agencies and others. Moreover, State law permits the
governance structure used by the District and Hospital Corporation, and
specifically recognizes the District and the Hospital Corporation as separate
legal entities. (See, for example, Health & Safety Code § 32121.7). There is
no basis to penalize or mandate business decisions when the District is
complying with the law.

Mandate to Change Corporate Structure Inappropriate. The Cortese-
Knox-Hertzberg Act requires LAFCo’s to conduct service reviews in order to
prepare and to update spheres of influence for the agency being reviewed.
Gov. Code § 56430(a). Within this limited context, LAFCos are permitted
to make findings related to the governmental structure of agencies only as
they relate e “accountability for community service needs.” Gov. Code §
56430(a)(6). The Report’s requirement that the District Board remove the
District as the sole voting member of the Hospital Corporation and change
the membership of the Hospital Corporation Board to include majority
representation by individuals other than members of the District Board of
Directors amounts to a LAFCo mandate that the District no longer exercise
rights that it is specifically empowered to exercise under the enabling
legislation for health care districts.] We are unaware of any precedent or
authority that supports such a mandate. 'We also believe that implementing
this requirement could require confirmation by the voters of the Districe
under the Health & Safery Code, which issue is not identified or considered
in the Report atall. Health & Safety Code § 32121.7. This mandate
regarding governance and control of the Hospiral Corporation is particularly
troubling when considering that all of the other proposals described in the
subsection of the Report entitled “Maintain Diserict Boundaries/Improve
Governance, Transparency and Accountability” could be implemented
without any change to the voting membership in the Hospital Corporation
or to the Board of Direcrors for the Hospital Corporation, as acknowledged
by Mr. Foti in our meeting on May 3rd.

Health & Safery Code § 32121{0) states char health care districts may exercise dhe power to “establish, maintain, and carry on its activiries

thiough one or more corporsations, jeint veatures, or partnesships for the benefic of the health care distrier.” Surprisingly, although the Reporr
enumerates certain powers of health care districes under Health 8¢ Safery Code § 32121, the Repore fils 1o mention this key provision in the

enabling legislation.
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» Mandate to Change Corporate Structure Would Decrease Transparency,

Public Accountability and Efficiency. The Report contains no substantjated
finding that the changes recommended by the Report would result in greater
accountability for community service needs. Indeed, we believe the proposed
changes would actually decrease transparency, public accountability and
efficiency. The recommended changes to the Hospital Corporation’s Board
would insulate it from community control as it would no longer consist of a
majority of publically elected board members that must be responsive to their
constituents. Further, the recommended changes could result in the Brown
Act no longer applying to Hospital Corporation Board meetings, which
would result in reduced transparency related to Hospital operations and
management, and elimination of the requirement that that the audit of the
Heospital Corporation finances be made publicly available. Further, requiring

_ the District 1o directly administer a grant program will result in higher

administrative and overhead costs {currently provided by the Hospital
Corporation) resulting in fewer dollars going towards actual services and
programs. Finally, the mandates imposed on the District are unacceprably
vague. The Report states that the District must make “satisfactory
improvements” within 12-18 months or face dissolution. The Report
provides insufficient detail or verifiable benchmarks to guide the Diserict.
This could result in, despite serious efforts to comply with LAFCo's mandate,
the District being dissolved if LAFCo decides izs efforts were simply not good
enough. Given the threar of dissolution put forward by LAFCo, it should at
least give the District a roadmap so that it can have cerrainty whether it can

satisfy LAFCo demands.

Recommendation of Dissolution Unwarranted and Detrimental to those
Served. The Repert’s threat of dissolution of the District and findings
regarding such dissolution are unwarranted. The District provides invaluable
communiry benefits related to healthcare and dissolution of the District
would result in disadvantaged and high risk communities being denied access
to needed medical services, without any reduction in taxes to the District
residents. This is because any successor agency would not have a legal
mandate to use its increased tax allocation for health care purposes. Further,
the Report’s findings that the District and Hospital Corporation no longer
needs taxpayer support is beyond the role of LAFCo in determining an
appropriate sphere of influence.?2 Any decision of whether taxpayer dollars
should be redirected from health care services is reserved for the State
legislature or the voters of the District. Given that the Report concludes thar
the District and Hospital Corporation are well managed and valuable assets
to the community, the Report’s recommendation of dissolution if the

2 Wealso question the appropriatencss of the Report’s concluding thas the sphere of influence of the District should not be expanded, despie an
explicit recognirion that such expansion would beteer reflecr the Mountain View Hosplral's service reach inte susrounding communides.
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District does not accede to all of LAFCo demands appears overly aggressive
and should be tabled. At the very least, the findings required to dissolve the
District should not be made unless and until LAFCo has actually determined
to initiate dissolution proceedings.? In addition, the Report fails to disclose
the requirement in Gov. Code § 57103 that any LAFCo resolution ordering
dissolution of a health care district is subject to confirmation of the voters,
which requirement was not eliminated or modified by California Assembly
Biil 912, which implemented changes to Gov. Code § 57077 only.

We look forward to working with LAFCo to address these concerns. Given the
scope of our comments, LAFCo staff may find it appropriate to delay the public release of the
Report to later this summer so that sufficient time is available to research and implement any
appropriate changes.

Sincerely,

e Tabip

Gregory B. Caligari
GBC/CHC

6272134160231 -

cc Malathy Subramanian, LAFCO Counsel (Malathy.Subramanian@bbklaw.com)
Steven Foti, Harvey M. Rose Associates, LLC (sfoti®@harveyrose.com)
Tomi Ryba
Ned Borgstrom

We have significant concerns regarding all of the dissolurion findings in the Report. For example, we note that the finding for whether
dissolution would promote public access and accountability is completely circuar. The Repore stimply Rinds that if there were no longer a Diserice
then public access and accountability would be moot. This ignores whether dissolution would proreese public access and aceountability. 1t also
rakes the finding a nulliry becanse any LAFCo could make the same Ainding to dissolve any agency withour consideration of any agency specific
facts, This makes the Report’s finding complerely arbitrary.

#
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1. Imfroduction

Harvey M. Rose Associates, LLC is pleased to present this Audit and Service Review of the El
Caming Hospital District prepared for the Santa Clara County Local Agency Formation
Commission (LAFCo). This audit and service review was conducted under authorities granted to
the Santa Clara County LAFCo that are contained in California Government Code Section
86000, =t seq., known as the Corlese-Knox-Hertzberg Local Government Reorganization Act of
2000 (CKH Act).

Methodelogy

States. The Service Review component was,g
other relevant sections of State law, LAFCo

The audit was designed to answer specific questions refated/to the Ef Camino Hospital District’s
governance siructure; its financial rtelationship to the Bl Camino Hospital Corporation and
affiliated non-profit organizations; the financial conditign of the District and Corporation;, the
availability of reserves; the source and use of taxpayer funds used for hospital operations, capital
improvements and the acquisition of the Los Gatos pitai; and other related topics. A full
listing of these questions c¢an be obtained from the a Clara County LAFCo Request for
Propoesats related to this project,

Draft: 4/23/12 Harvey M. Rase Associates, LLC

Page:3

Global change of Los Gatos Hospital to Los Gatos Campus



Section |- Intro fon

The Audit and Service Review was conducted between December 12 and April 30, 2012,
At the conclusion of the field work phase of the project, a draf-r€port was produced and exit
conferences were held with responsible Santa Clara Couny LAFCo and District officials for
quality assurance purposes and to obtain com $ on the report analysis, conclusions and
recommendations. A final report was submit€d to Santa Clara Counfy LAFCo on XXXXX #4,
2012 for public review ard comment:

Project Objectives

Established in 1956 to provide healthcare services to
District grew to become a major healtheare and hospit

dmino $ospital
8anta Clara
dmine Hospit

Corporatlon was creazed and 7
Thereafter, the District desig

services to District residents. Begxzmmg fn 19%
as the “sole member” of the Corporation Board

questions that are the subject of thi
Clara County Civil Gra
lack of fina aiid or;

acquire [
light of @-‘

ndepedently undertaken to
+Santa Llara County LAFCo. In

another enfity” de the District’s services more efficientiy?

This Audit and Service réview responds to these questions and provides reconsmendations to
help guide Santa Clara County LAFCo as it makes decisions regarding the Ef Camino Hospital
District.

Draft: 4/23/12 Harvey M. Rose Associates, LLC
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§ 32001 - Legislative history should reflect 1947 amendment increased popiation limit in County

from 200K fo 1M; population limited deleted, thus when District created, statute was not intended for
"rural” areas.

Delete: "Board of Directors”

" Insert: "the real estate comprising” in between purchasing and Los Gatos Hospital

Delete: "possibly in violation of State law?* This language was not in the RFP.

This paraphrrases RFP request.

This background does not explain Disrict fought to regain control due to improve quality of operaticns,
As the audit confirms, the District was successful in turning the hospital around.

there is not (and never was) a Los Gatos Hospita! - EIl Camino acquired the campus on which
Community Hospita of Los Gatos was lecated, but it did not acquire the hospital; it operates the Los
Gatos campus under the same ficense that it operates the Mountain View campus.

"ail" is inaccurate. The District retained ownership of the land and ceriain other assets.

Change 2008 to 2009

Change 1696 to 1887,



2. El Camino Hospital District and Its Affili

The El Camine Hospital District is a political subdivision of the
pursuant te the Local Hospital District Law, now known as
which is codified in Health and Safety Code Sectic

of California, formed
ocal Health Care District Law,
00-32492. According to the Califorpd

ﬁ 2011, 2010 ané 2009, descr;be the District and :ts aff L es as follows

“District”) El Caminc Hospital (the “Hosplt %
Feundatmn COI\CERN Employee Assistance Cen

+ The Corporation and its affiliaied entit
Section 501(c)(3) of the Internat Revenu

+ BCSC was estabhshé
However, th

recognized as separate legal entities by the State of
ership and control over the activities and finances of these
to the El Camino Hospital District.

! According to the Financicl Statements of the California Heaith Care Foundation and Subsidiary, February 28
2011 and 2010, the “California Healthcare Foundation . . . is a philanthropic organization established as a tax
exempt, nonprofit cosporation under Section S01{cH4) of the Internat Revenue Code and the California Tax Code.
‘The Foundation’s primary purpose is to promote the availability of, and access to, quality and affordable health care
and related services to the people of California . .

? April 2006, California Healthcare Foundation by Margaret Taylor, “California’s Health Care Districts™

Page:5

Dirafl: 4/23/2032 447 PM Harvey M. Rose Associates, LIC
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- Conces is & {c){4).

ECSCis an LL.C.



Section 2: El Camino Hospil

s Affilintes

The governance g t #ionships of these orgamizations are explored mose fufly in
forl 4 of this report. As described in that section, although each of these organizations have
been established as separate legal entities, from a financial perspective and when applying

various sections of State taw that govern the bebavior of public entities, the District and the

Caorporation are considered to be indistinguishable from one another,

Most notably, when the Corporation was created in 1992, its Board of Directors consist
mix of community members as well as District Board members, In 1996, the District pre
a lawsuit to regain public control of Corporation activities, Pursuant tofih
derived from that lawsuit, the District was then established as the Corporation’s sol

Hospital’s Chief Executive Officer (CEQ) was added to the C
director.’® This ex officio status, and the fact the CEO |

Hospitai Corporation. Even if the boards were not the sa
ill, financial

as the District’s ability to impose it
Corporation, which link the boards foges

Timeline of Key Events

Throughout this report,
between the El Camir

relationship between thesity
District Law in 1945 and

settlement agreement

an “ex officio”
terminated by the
intains complete

re are other characteristics, such
and financial burden on the

he passage of the California Healthcare

SHD in 1956, through the ferm of the Amended

7l . . . - .
% As an “ex-officio” member, the CEO has ne voling rights and :s not counted in a quorum,

Page:6

Draft: 4/23/12

-2

Harvey M. Rose Associates, LLC

incorrect. The CEQ has full voling rights,

This is a legat conclusion cutside consultant's expertise. Harvey Rose has not identified any
impropriety that would permit LAFCo, or a court, from ignoring the corporate separateness between
the District and the Corporation Harvey Rose appears fo disagree with siate iaw permitfing such
governance structures, bt the legal and governance separateness of the District and the Corporation
should not be disregarded in an audit or senvice review. '
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Page

Delete: Hospital

Insert: Real Estate in #ts place

" Change Los Gatos Hospital fo

Los Gatos Campus; not purchased unil 2009,

GO bonds authorized in 2003, but not issued until 2006,

Section 2: EI Caming Hospital District and g Affiligles

Exhibit 2.1

109-Year Timeline of Key Events Affecting EI Cami

no Hospitg B
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Add subdivision {0)

‘The Heaith & Safely Code provided for this since at least 1982,

3. Hospital Districts in California

In 1945, in response to the shorfage of acute care services in rural areas of the state, the
California legislature enacted the Locai Hospital District Law, now known as the Local Health
Care District Law, which is codifie¢d in Health and Safety Code Sections 32000-32492.
According fo the California Healthcare Foundation, the intent of the law was “to give rusal, low
income areas without ready access fo hospital facilities a source of tax dollars that could be used
f0 construct and operate commumty hospitals and healfh cage snslt;tutmns and, in medically,

passage, largely for the purpose of expanding the
districts. The law today allows districts wide di
The following key subsections of Health an

(3} To do any and alf things that an indr
health care facility and a nurses’ training

() To estabiish, maf
facifities or heaith
retirement progranis:s

2 ion Progi f
o5, - and orgamzatlens that e ng

o outside the distriet bounq fes, asdong as the activity is for “the benefit of the district or the
people served by the district.”

carty ouf their missions through a wide variety of erganizational
structures. Beginning in 1994g=vith the passage of Senate Bill (SB) 1169, healthcare districts
were atiowed to sell, lease an{ll=hinsfer assets and establish alternative operational structures for
the furtherance of their missions. These changes are described in more detail later in this section.

! “California’s Health Care Districts,” prepared for the California Healthcare Foundation by Margaret Taylor, April
2006.

Praft: 423112 Harveyp M. Rose Associates, LLC
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Section 3: Hospital Districts in California

As a result of the passage of SB 697 in 19947, health care districts are required to prepare and

submit community benefit reports to the Office of Statewide Health Planning and Development
{OSHPD) annually. Accosding to the declaration of the law, the intent of the requirement is for
heaith care districts to demonsirate how they meet their “social obligation to provide community
benefits in the public interest” as a public entity with taxing authosity,

Characteristics of Health Care Distriets

As of February, 2012, there were 73 healthcare districts in Cahfomla As shown in Table 3.1, of
the 73 districts, 43 operate a hospital dtrectly, four operate ,lance services directly; and 15
operate other “communify-based services™ directly, whic Typically ambulatory care clinics.
The remaining 11 districts, including El Camino Hosgl istrict, have sold or leased their
hospitals to nor-profit or for-profit organizations, as diggusse are detail in the next section,

S

Haspital
Ambulamcs servi

\“pubiéshed by the Office of the State Controlier®, 51

ortionment of property taxes during the fiscal year that ended
igure 3.1. These apportionments ranged from 2 minimum of
istrict in Kem County, to a mammum of $27,608,967 for
District in San Diege County.” The average property fax

Palomar Pomerado Hosh

* California Heaith and Safety Code, Sections 127340-127365

? According to the Association of Califernia Heaithoare Districts, an additional four organizations are currently
registered as a heaitheare district with the Secretary of State’s Office, but either do not self-identify as a healthsare
district (Lindsay Loval Hospital District, Sierra Vafley Hospital District and Selma Community Hospital) or have
filed for bankruptoy and closed but have not yet dissolved as a district {Alta Hospital [Hstelet).

* Special Districts Annual Report, California State Controller, December 13, 2011,

* Five districts serve multiple counties and, therefore, receive propesty tax apportionments from multiple counties,
The anatysis provided here is based on the aggregate property tax allocations received by each district.

Drafy: 4723112 Harvey M. Rose Associates, LLC
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Section 3: Hospital Districes in Californy

apportionment was $2,575,545, while the median property fax apportionmeft was $908,941,
reflecting the small number of districts receiving a high dollar valye-préperty tax apportionment.
El Camine Hospital District received $16,016,747 in property zmapportionment monies in FY
2009-10, second only to Palomar Pomesado Hospital District Eg twice as much as the third

highest atiocation in California.

Figure 3.1

Tax Allecatior: for Callfornla Healtheare Bistricts FY 99-10
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o
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Anitelops Vatioy Hosaital Distaict

Adasaeda County Medice! Center

0 85000000 S10.000.000 $15000000 S20,000600 SI5,000,000 $30.005060

Sonrce: {alifornia State Controller Special Districts Anhual Report, FY 200916

=rding to the Association of California Healthcare Districts, 11 of the 73 heaithcare distsicts
operating in California as of February 2012, inchuding El Camino Hospital District, had sold or

Page:10

Diraft: 4/23/12 Harvey M. Rose dssociates, LLC
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includes GO bond assessments,

insert word taxes aliocated and levied

Insert - This graph is in error — it omits dollars contained in the source document for Grossmont,

Washingten and Peninsula. While assessed valuation is not avaifable for all districts, notice that
some districts receive mare than four imes the taxes per assessed valuation as ECHD. We'd
suggest eliminating the much smatler hospital districts.



Seclion 3: istricts in California

leased their hospitals to anotheg i or for-profit organization.® These arrangements were

allowed under state law enacte 1994, with the passage of California Senate Bill 1169, which
amended the Local Healthcaré—oistrict Law. This legislation changed regulations governing
transfers of propesty, conflicts of interest, health care trade secrets and the public meeting act,
lease agreements, aud sales of property and assets.” Most significantly, SB 1169 authorized
healthcare distzicts to sell or lease their hospitals, property and operations io private
organizations. Subsequently, many healthcare districts chose to reorganize by selling or leasing
their hespiials in order to take advantage of the features of the amended law that ailowed them to
compete with private hospitals and, in some respects, behave more like private hospitais.

ECHD is unique, however, because each of the other ten di
well-established, multi-hospital systems, including Sutt
Catholic Healthcare West. On the other hand, ECHD
hospital corporation that was established for th
services previcusly provided directly by the Di
purchase of the Los Gatos facility, as discus
structure and shared financial management of
blur distinctions between the two organizations
multi-hospital systems, hospital anddistrict organi
and financial management structus

sold or leased their hospitals to
ks, St. Joseph Health System, and
in1 the creation of a nen-profit
f providing the health care
ion has changed with the

BAlihough this’
other sections o

5, Cilifginia Healthcare Systems merged
"Hospital for several years. In 2006, a transfer

agreement was exect

transferrin,

BCHD inciudes the Ef 0" Hospital Foundation, the CONCERN Employee Assistance
Program, the El Camin ty Center, LLC, and the Silicon Valley Medical Development,
LLC as component units :n its {inencial statements, meaning that these entities are financsially

* This does not include Redbud Healthcare District, which soid its hospital to Adventist Health in 1997. The hospital
currently has no connection to the District.

7 “Califarnia’s Heaith Care Districts,” prepared for the California Healthcare Foundation by Margaret Taylor, April
2006.

Drafl: 4/23/12 Harvey M. Rose Associates, LLC
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Section 3: Hospital Districts in California

linked or dependent upon the hospital.® The financial relationships between these affiliated
organizatiens are described in more detail in Sections 3 and 5 of this report.

Each of the eight health  care districts in California that received more than $5 million in property
tax allocations in FY10” were affiliated with 2 nen-profit charitable foundation. By conirast, only
hialf of the ten heaith care districts that had Jeased or sold their hospitals to & private eatity appear
to operate a foundation. However, most of those districts offer grant programs directly to the
community and not through a third party entity, such as a foundation.

Community Benefit Comparisons

California Health and Safety Code Sections 1273
hospitals to plan for and report on the actual provy
hospitals must submit a commmity benefits re
and Development (OSHPD), delineating the
benefits programs during the previous year,
‘benefits programs in the upcoming fiscal year.

$54,798,440 of community benefit in
District resources, as shy i

$1,857,998
$i,171,764
$402,216
$185 83(}

; trough hospitai operations
Community befefit o el’atmns funded through hos ttat o erathzs
F B by T TE

,gneﬁt, FY ZDI] $54 798,449
Source: El Canzino Hospiiﬁi’éﬂli Cosumunity Benefit Report, unaudited financial data

* The Governmental Accounting Standards Board (GASB) Statement Mo. 14 technical summary states, “The
definition of the reporting entity is based primarily on the notion of financial accountsbility” and describes the
coaditions under which financial accountabiligy may be established.

®The FY 200910 data is the most recent available from the California State Controller.
¥ B{ Camino Community Benefit Report, Juty 2010 — June 201 1.

Draft: 4/23/12 Harvey M. Rose Associates, LLC
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Section 3: Hospital Districts in California

Page:13

As shown in Table 3.2, the vast majority of El Camino Hospital’s
represents the unreimbursed portion of costs for care provided to

health  improvement $1,603,074
| programs
Financial and in-kind cof $3,361,624
at Mountain View log
Governnent-sponsc $75,600
View location incl .
$5,039,698

unspecified capiia (_‘ ojects, arf he remainder which was designated to support the community
benefit program!L.

Due to the following fagiors, it is not possible to provide a comprehensive State-wide
comparison of community benefits provided by healthcare districts. First, small, rural and aon-
acute hospitals are exempt from the community benefit reporting requirement, which means that
a sizable portion of healthcare district hospitals are exempt and do not produce a report. Second,
according to OSHPD, several hospitals are delinguent in meeting the reperting requiremsant. In

" The amount of District funded community benefit shown fu the Hospital’s Community Benefit Report
(35,039,698) differs from that reported in the District’s audited financial statements ($5,782,000). The difference is
attributable o Binancial reporting and timing differences.

Dieaft: 4723412 Harvey M. Rose Associates, L.LC

This table should break cut specific programs and purposes. This information has been provided.

" Is there a source for this conclusion? Why is this discussion relevant if there is no dispute that such

costs are community benefits? Sole purpose seems to be to discount the value of the benefit.
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Note that recommendation that District give up control of Hospital Corporation would result in simitar
Section 3: Hospite! Districis i Ginia lack of public transparency regarding Hospital Corporation

Though the report elsewhere states the District does not distingwish itself, here it fails to disciose that

addition, while some hospitals that are operated by large o e e
: itis the second best by stating it is simply within the range.

systems provide community

In other words, the "best®,

efit report, five do not pmduce annual financial reports of their own and are
included on a combined basis in their “parent” health system’s financial statements.
5t Therefore, precise comparisons with El Camino Hospital District cannot be made.

Has this metric been used in & service review before? An audit? Any guidance been followed? The
Hospital treats al? patients without regard to ability to pay, Tais melric does not take into account the
demographics of District residents which is likely the primary factor refated to the number of Medi-Cal
inpafient days. The report's use of this metric incorrecily insinuates the ratio is under the District or
Corporation's control, e

Nonetheless, Tabie 3.4 below shows the community benefi
operating expenses reported by El Camino Hospital and eaf
that produce a community benefit report and are op
recent avaifable financial statements were used for ¢
categories of community benefits are presented:
care, and other subsidized health care services
benefits, including cash and in-kind donations?
commaunity benefit”. The operating organizat
is shown below each “subsidiary” hospital.

he six other district hospitals
a non-district entity. The most
jital (either 2010 or 2011). Three

re operated by Catholic Healthcare
benefit report, neither hospital has

expense, but not overal
percentage of overall g
Mark Twain and Seq
reported proportional=g
investinent made by the
Camino

In addition to comparis L other hospitals performing services for hgalth care districts, an
analysis was conducted to compare El Camino Hospital with other hospifais within the County.
However, many of these hospitals do not produce community benefit eports Therefore, since
the major portion of reported commaunity benefits are comprised of col tions fo Government
Sponsored Health Care and Charify Care, this analysis compared totai [[[=|di-Cai Inpatient Days
as a percentage of Total Inpatient Days for El Camine and other area hospitals.

2 pralibrook, Desert, Mt. Diablo, and Peninsula.
¥ Not mncluding unreimbursed Medicare , which was not consistently reported.

Draft: 4723712 Harvey M. Rose Associates, LLC
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Seciion 3: Hospital Districis in Caiifornia

Table 3.4
Community Benefits Reported by Healtheare District Hospitals
That Have Sold or Leased Hospitals to Another Entity

1
. vnempansstedf} e ! Co:‘mhz:my
Healtheare Hospitsl Rame {affflations shown in Flgeal Operating Uncompensated/ | Charity Care as % 1
District Name parenthases} Year Expenses Charity Cere of Operating Community 1 Benefits a5 %
Erpenses Banefits f of Qperating
;  Expensay
£l Caming El Camino Hospital 47,576,478 8.2% 7,619,962 ! 1.3%
Marin Marin General Hospital 25,613,633 $.3% 3,984,098 4 1.3%
Eden Townskip 1Eden Medical €entef_($e!tef} _______ 28,730,000 _[se_e Sf“f) - 2_,225,2&39“ 1 “(s“ee éu&al
R 74% | 126000000 1 13%
Mark Twain | Mark Twaln Kospitat (CHW} (see CHW} 159,506 , (1o CHWY
|Sequois Sequoia Hospltsl (CHW) {3es CHIW 3,794,795 1 (see CHWG
Catholic Healthcara West "CHW" 6.7% 248,150,000 * 1A%
Petaluma. Petaiums Valley Hospital (5t Josephl {see 5t Josaph) 15,080 ’(see St Josephl]
52 Iosesh 7.3 30,086,008 ; Q7%
Grossmont Grossmont Hospiial (Sharp) mknown 2,369,048 | enknown
Mount Diablo__}iohn Mulr Megicat Center (fohn ol 15,025,000 | wnkown
Falibreak Fallbrook Hospita]
Desert Desert Regional Meadical Center {Tena!
mmla Mills-Peninsula {Suter]

Sotrrce: Commuitity bengfi

As shown in Table 3.
days represented Medi
between twg gércentand 21

Drafl: 4/23/12 Harve
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Section 3: Hospital Districis in California

Page:i6

Table3.5
Medi~Cal Inpatient Days as a Percentage of Total Days
Santa Clara County Hospitals

Medi-Cal Total % Medi;??

Facili{y Days Days Day,
KAISER FOUNDATION HOSPITAL - SANTA CLARA 1,778 88,874 ,2‘2
KAISER FOUNMNDATION HOSPITAL - SAN JOSE 1,446 50,285 3%
EL CAMING HOSPITAL 4,832 78,9, §%

(GO0D SAMARITAN BOSPITAL- SAN JOSE
STANFORD UNIVERSITY HOSPITAL
(CONNOR HOSPITAL

82642 5%

134,394 14%
55,098 19%

IREGIONAL MEDICAL CENTER OF SAN JOSE 2t%

BT. LOUISE REGIOMAL HOSPITAL 21%

ISANTA CLARA YALLEY MEDICAL C.EN'E‘ 62,801 S51%

IGrand Total 7 1213528 1 8%
Sonree: OSHPD “Hospital Sianmary Indi i e Re; iad and Utilizan : ta by Payer

Therefore, when analyzing a significs
hospitals within the County, ECH
all but the Kaiser Foundati

community benefit provided by
e of Medi-Cal patient days than

is unique among these districts because the
larger multi-hospitat systems™*.

including major, multi-Bg organizations. Within Santa Clara County, £l Camino Hospitai
provides a lower percentageg’of Medi-Cal Inpatient Days than many area hospitals at six percent,
whiie others provide as much as 21 percent (excluding Santa Clara Valley Medical Center,
which is a public hospital}.

Overall, although receiving more property taxes than all but one other healthcare district in the
State, communify benefit contributions of BCHD do not distinguish it from other healthcare
districts in the State or hospital operations within the County.

* tn 2010, Marin Healthcare District regained full control of Marin General Hospital.

Draft; 4/23/12 Huarvey M. Rose Associates, LLC
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Revise to state "In other words, in accordance with GAAP, ECHD makes consclidated financial
reports that includes the finances of several related organizations.

" Consolidation of financial statements is required by GAAP,

4.  Audit of the El Camino Hospital Distric

smailer entities. In T words, for financial reporting purposcs, 1
is a single cnnsolidorganization that includes multiple comptn

Government structure in California is complex, varying i
in whlch services are provided, the relationships wnh ot

substance over legal form is paramount to ensure that an
financial information in accordance with GAAP,

Canada

implementation of GAAP. GFOA’s princip
as the "Blue Book™, states,

arriers that
fine each govem ent s financial reporting entity An a way that
ifity of the governiient’s elected officials™

“GAAP direct th financial statements to look beyond the legal
separate these. i
fulty reflects the fingrn

itegral part of the primary
f ith the primary government, if
the component usi fons mdependemly of the pmn government. For ECHD, the
District’s independe cial auditors have consolidated the financial data and information of
five blended componént units with the primary governphent (ie, the El Camine Hospital
District). Thus, the activities and balances of the Corpofation, the Foundation, and the other
affiliated entities are construed to be an integral part of the activities and batances of ECHD and
are thus reported in the District’s financial statements.

! Gauthier, Stephen I., Goverament Finance Officers Association, Governmental Accouniing, Anditing, ond
Financial Reporting, 2001, page 51.

Draft 4723412 Harvey M. Rose Associates, LLC
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For several years afier the District becoming the sole voting member, the Hospital Board consisted of
two board members and the CEO as a voting gitector.

Section 4: Andit of the E! Camino Hospital Districi

Component Unit Criteria

primary government. According to GAAP, in order to establish whether an e;
unit of & primary govermiment, the entity must meet one of three criteria:
* Appointment of the entify’s governing board by the primary

+ TFiscal dependence on the primary government; or,

+  When exclusion would lead to misleading finangi

Camino Hospitai Corperation and co
Corporation meets the definition of s the GFOA notes,

oard :3.]:|pcomtment.“3

d $81.1 million in liabilities
1996, the District prevailed

Corporation’s sole mem i istrict’s elected Board members as
the Corporation’s Boasd ( i

d financial burden on the Corperatwn which link the
t dependency, Further, the original Articles of Organization for
bsequent amendments stipulate that net assets of the Corporation
dissotution of the Corporation or termination of the ground lease

? As described in this section, the Corparation Chief Executive Officer (CEQ) serves as an ex officio member of the
Cosporation Board but does not have voling rights.

? Gauthier, Stephen J., Government Finance Officers Association, Goversmental Accownting, Auditing, and
Fingncial Reporting, 2001, page 56.

Draft: 4723412 Harvey M. Rose Associates, LLC
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Section 4: 5] the £l Camine Hospited District

While financial reporting that entities continue indefinitely, and therefore such a
reversion clay not necessarily indicate financial benefit from a financial reporting
AL, in the context of the larger discussion of authority and accountability, the financial
benefits and burdens of this relationship are clear. Further, it is these characteristics of financial
benefit and burden that link the other, smaller affiliated entities to the District, albeit indireg
through the Corporation.

Impertance of Fair Presentation
The purpose of GAAP is to provide a framework to ensure th

provided consistent, accurate and complete financial data
critical that financial statements provide a fair presemtati

sttnct a
including;

While the co
El Camino Hospil
these affiliated enti
{inanciai report. Th
appended to this Sectic

egregatcd in supplernental schedules that are inciuded in the annual
dited financial schedules for the fiscal year ending June 30, 2011 are
s Bxhibit 4.1

The El Camino Hospital District uses a proprietary financial accounting system to account for
the financial activities and balances of all of its entities, rather than a traditional government
accounting system that is based on fund accounting. The financial accounting system uses a
series of accounts to capture data and information and is used fo segregate the different entities
and their respective financial activities and balances.

Drafl; 4/23/12 Harvey M. Rose Asseciates, LLC
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What are the benefits and burdens?

" Confusing statement since District is in compliance with GAAP. This should explain that District's
statemenis are not misteading since they achieve the purpese of GAAP. Oris the audit's
recommendation that the District cease complying with GAAP fo better inform the public?



Section 4: Audit of the El Camine Hospital District

As can be seen in Exhibit 4.1, a separate balance sheet, as well as income statement, or stafement
of revenues, expenses, and changes in net agsets, is presented for the Bl Camine Hospital District
as the primary government, as well as for each of the other five affiliated entities, including the
Ef Camino Hospital Corporation, the Bf Camino Hospital Foundation, CONCERN (employee
assistance program), the El Camino Surgery Center, and Silicon Valley Medical Development,
LLC. These schedules provide a significant amount of disaggregated data end information for
these entities. From these schedules, a user of financial information can determine that, while
operating revenues derived from patient services are earned primarily e Corporation and the
mary -govermuent’s
.at a high-level. Obtaining
éntal environments is not
Financial data and
tax revenues and

public benefit corporation, but also for the District, th
entities. Accordingly, all financial transactions and act
records of the Hospital. Thus, as will b below, the Di
transferred to the Hospital for expendit than being
discrete financial statements, Thus, it is diffi
whether the funds were spent on intended p
For this data and information, one must revx

ject to disclosure laws that require open meetings, except in
ecurity, pending litigation, labor negotiations or real

a. Iti i e body to exercise authority that may be delegated to the private

b. If a legislative body provides some funding to the private corporation or entity and appoints
one of its members to serve as & voting member of the entity’s board of directors
§54952(c)(1)(B).°

* California Government Code § 54956.6, § 54956.8, § 54956.9 and § 54957,
® hid.

Draft: 4/23/32 Harvey M. Rose Associates, LLC
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Gorporaticn alsc made cash paymenis of $31,645,060 fo the District and provided indemnities to the
District.

Section 4: Awditof the K Camino Hospital District

The Hospital Corporation meets all three of the tests included in the two citations, as foliows.

» The Ground Lease between the District and the Corporation stipulates that the Col
“shail occupy and use the properties and the improvements thereon for rating and
maintaining a community hespital, for providing related health care se
provision of such ancitlary or other health care uses as may benefit the-Communities served
by the Tenant and the Landlord (emphasis added).”® The Managentént Services Apreement
between the District and the Corporation, effective Janu
responsibilities ef the Corporation in Article 1, Corpopatt

by the District’s Board.” Accordingly, the Distri ; ubstantizl portion of its
in Government Code
§54952(c)(13(A).

v As discussed in detail, above, the
assets and $81.1 million in lizhi »
million. In addition, the Dis contributes app
annually to pay debt servieiZir the Mountain Vi
capital expenditures and commnuni
and meeting the frst of the two tests

36.6 million in
S of $175.5
operty taxes
he Hospitals
providing substantial funding
ode §54952(cH1 1B}
7

Therefore, in addition:{
described previously, th
citations from

a consolidated {inancial reporting entity,
meet all three tests described in the two

key financial indicat monstrate that the District and its entities are performing well and
were in a relatively strosig financial position as of June 30, 2011, For FY 2011-12, the financial
condition of the District and its entities is expected to strengthen based on a detailed financial
status update presented to the Corporation Board of Directors on February §, 2012,

5 Ground Lease Agreement Between El Camino Hospital District and El Camino Healthcare System Dhated:
December 17, 1992, Articke I, Section 1.2, Guidelines for Lie

7 Amended and Restated Bylaws of El Camino Hoespital Adopted Deceraber 7, 2005, Article If, Section 2.3

Draft: 4/23/12 Harvay M. Rose dssociates, LLC
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Section 4: Audit of the EI Camino Hospital District

Financial Status as of June 30, 2011

Net assets for the District and its entities fotaled $805.4 million as of June 30, 2011, which is an
$83.3 million, or 11.5 percent increase from net assets held as of June 30, 2010 and a $335.8
million, or 71.5 percent increase from June 30, 2006. Interestingly, despite the significant asset
acquisition over this five year period and an increase in investment in capital assets of 719
percent, unrestricted net assets have also significantly increased by ’4'1’1‘6a percent.

i

Table 4.1
Consolldated Fmanclai \/Ietrlcs (I

LAy
2031 20506

Net Assefs; . 0 :

Invested in Capitai Assets $355,469 | $374,551 198,162 328§,667 $406,837

Restricted . 9,812 5,302 56 7,001 | 201,812 5,173

Unrestricted 4 424,342 63,879 | 256,492
Total Net Assets ; 579,505 | 548,358 | 469,502
Avaitable Cash and Investments®

356,306 | 252,797
S

Annuai Operating Revenues 458,952
Annuat Operating Expenses. 577,102 461,351 | 407,817
37.735 8,407 8,012

Analysis saction (unavdited),

v 58.4 pcrcent s:nce FY 20@6—67 However, the increase in
year was 12.2 percent as compared to 4.7 percent increase in
‘¢ an ability to contain costs and improved financial performance.
Mon-operating revenudsiare comprised of various components as detailed in Exhibit 4.1. These
revenues and expenses include, but are not limited to, property tax revenues, interest expense,
and restricted gifts, grants, and bequesis from donors. In total, non-operating revenues and
cxpenses are significant, comprising $37.7 million, or 45.3 percent of the $83.3 million increase
in net assets in FY 20t0-11. Properly taxes and investment income {on idie cash balances)
represent the major portions of this non-operating revenue, amounting to $15.8 million and $18.6
mifiion {net of interest expense), respectively.

Dratt: 423412 Harvey M. Rose Associates, LLC
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Section 4: Audit of the El Camine Hospitad District

Farther, the District and ifs entifies maintain a substantial amount of cash and short-tesm
invesiments, ensuring a high degree of liquidity. Best practices according to the GF
prescribe, and Bond covenants require the Hospital enterprise to maintain at feast 60 days gf€ash
on hand ¢ meet on-going operting reguirements. However, the Corporation had apppeimately
291 days of cash on-hand as of Decemnber 31, 2011 and averaged 250 days last fiscatyear, which
is substantiaily greater than the Hospital’s benchmarks. These average days of€ash on hand do
not reflect cash and shori-tern: investments held by the District’s othep-€ntities, which was
approximately 326.1 million as of June 3G, 2011,

Moody’s investors Service Downgrade -

performance and cash balances due to the
Hospital purchase. Moedy’s noted thg

added that the District and its ent' FY 2010-11 fifd
improve. Moody's therefore classifieesdgDistrict and its e

In ifs rating of the Corporation’ revenue Byl

financial status, not just the financial accounts and
noted in its notice of the d de that, whilg
bonds and for capital expg

rporation. Indeed, Moody's
fines used for general obligation

of hnaficidl indicators to report on financial status to the
ct and the Corporation. These indicators include measures

emenirteports that all of their key indicators are positive and
n relative to targets, except for accounts receivable collections.
s these key indicators as of December 31, 2011 as reported to the

As can be seen in .2, key financial indicators with the exception of Days in Accounts
Receivable are positivé relative to Corporation targets as well as the benchmark of Standard and
Poor’'s A+ rating for nonprofit hespitals. The Debt Service Coverage Ratio and Debt to
Capitalization Ratio targets ase required to be met pursuant to the Corporation’s bond covenants
and, as shown in the fable, these largets are greatly exceeded. As compared to the prior fiscal
year, Total Profit Margin has decreased from 106 percent to 8.3 percent, still a strong
performance and greater than the Hospital's targets.

Drafl: 4723742 Harvey M. Rose Associates, LLC
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Moody's statement irrelevant to whether District and Corporation are separate legai entities,




Section 4: Andit of the El Camine Hospitat Dizirice

Tabie 4.2
Key Financial Indicators
For the Six Months Ending December 31, 2011

. Year . .| SBPA+ | Fiscal Year
ToDate .| Target Hospitals | 2010-11

Operating Margin 9.4%, 7.6% : 7.9%

Total Profit Margin 8.3% 7.5% 10.6%

EBITDA* 18.8% 16.6%

Days of Cash 291 250

Debt Service Coverage Ratio

Debt to Capitalization 17,

Days in Accounts Receivabia

b rather & mefisure of internal administrative performance.
s within a ngrmal range and not an area of concern.

ment reserve funded at 130 percent of annual depreciation expense
3.1 million as of June 30, 2011,

» Capital asset repl;
totaling approxim

Corporation

+ Operating reserve equal to 60 days of operating expenses totaling $101.6 million as of June
30,2011;

e Capital asset replacement reserve funded at 130 percent of annual depreciation expenée
totaling approximately $37.4 million as of June 30, 201};

Eaft: 423/12 Harvey M. Rose Associates, LLC
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Page:25

insert: "million" in between "$2.3" and "as"

Section 4: Ardit of the EI Camino Hospital Disirict

* Catastrophic loss reserve funded from the Federal Emergency Management Agency
reimbursements received after the Loma Prieta earthguake in 1989 totaiing $11.8 miliion as
of June 3G, 2011;

e  Community benefit reserve funded by uarestricted property tax revenues transferr
Corporation and totaling $4.7 million as of June 30, 2011;

+ Malpractice reserve funded based on annual actuarial studies totaling 32,
2011;

as of June 30,

Other Reserves

+  Board-designated reserve heid by the Foundation totaling

e Board-designated reserve held by CONCERN: B

Property Tax Share

The Bl Camino Hospital District, as a pohﬁg_al
property taxes levied upon properly Owners wj

tate of California, receives
oundaries. The levying and

d subsequent modifications to the California Revenue and
e, this revenue source is allocated in an amount that is

iy
Debt Service 0f nerat Obligation Bonds — Voters in the District approved Measure 12 in
November 2003 Wiich autHorized $148.0 mililon in general obligation bonds to assist in
financing the constr of the new Mountain View Hospital pursuant to the Hospital Seistic
Safety Act of 1994, Th¥ annual debt service requirements of the general obligation bonds are met
by an additional property tax levied on the property owners within District boundaries.

® The District cafculates the restricted and unrestricted propesty tax allocations pursuant to the Gann Appropriations
Limit and supporting faw which Hinits appropriations, but excludes qualifying cepital expenditures from the limit.

Draft: 4/23/12 Harvey M. Rose Associates, LLC
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As explained in our cover letter, the District is exempt,

Section 4: Audit of the El Camina Hospital District

Delete - “far"

The District accounts for these property tax revenues using its chart of accounts described in the
previous section and which allows for the District to segregate not only the revenues and
expenses of the District, but also the assets and liabilities of the District. Table 4.3 detaiis $75.1
million in property {ax revenues received over the last five vears.

Table 4.3
Property Tax Revenues (In thousands)
For the Five Fiscal Years Endin

Five Year

2010-11 Total

One Percent Ad Valorem

Restricted for Capital Lise $ 3368
Unrestricted 5,782 i %
General Obligation Bonds Dabt Service 6,643
Totals $ 2?5793

$15,961

3 27,710
31,443
$75,115

ammually are intended
However, historicall
revenues as part of th
transferred fo the Corp

able, the District transferred surplus cash to the Ccrporat;on of nearly
$40.5 million in FY 2006-07 and $12.5 million in FY 2008-09 to assist in financing the
construction of the new Mountain View Hospital. Additional transfers for capital expenditures
were made in three of the last five fiscal years and totaled approximately $21.2 million. The

® In addition to property fax revenues and associated uses, the District also records miscellancous revenues and
expenses, including approximately $80,000 ground lease revenue from the Corporation and funded depreciation
expense on assets maintained on the Disteict’s books such as the YMCA, facilisy.

Draft: 423412 Harvey M. Rose Associates, LEC
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Section 4: Andit of the El Camine Hospital District

District also had approximately $6.2 million in funds earmarked for capital expenditures as of
June 30, 2011, which had accumulated from restricted property tax revenues over the last two
years (not reflected in Table 4.4). These funds are held as a reserve by the District and not
transferred to the Corporation until the capital expenditure is approved by the District Board.

Table 4.4
Property Tax Uses (In thousands)
For the Five Fiscal Years Ending June 30} 1}

Page:27

Five Year
2019-11 Tetal

DOebt Service

interast Payments $ 4897 $ 17,714

Principat Reduction | 13ma F 5146
Community Benefits Transfer 2,025 S50 13,653
Capital Expense Transfer 2,479 21,180
Surplus Cash Transfer 40,463 52,468

Totals S 4565218 3.10,17/

other hospital resolrces L ben
Corporation in amounis cBigjrens
s

As previcusly notéd
the receipt and use © erty tax revenues. However, historically, those urces have not
been systematicaily appropriated in a public forum or at 2 level of detail thawZlappropriate for
holding the District and/or the Corperation’s Board accountable for its use. Tabie 4.4 above was
developed using a variety of internal and pubiic documents, including (1) the audited annual
financial report, (2) internal operating statements, statements of cash flow, and system reports of

transaction: detail, {3) fiscal policy, and (4) additional decumeniation and explanations from
management.

Dieaft: 4723712 Harvey M. Rose Associales, LLC
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incorrest, We have provided reports and budgsets.

delete “rescurces have not been systematically appropriated in a public forum™ — incorrect. afl
transfers have beer authorized by the District Board in public meeting.



Section 4: Audif of the El Camino Hospital District

Page:28

Fusther, in FY 2008-(}9,District and Corporation boards made considerable policy decisions
fo fund both the rebuild of Mountain View Hospital and the purchase of the Los Gatos Hospital.
To achieve these objectives, the boards also made policy decisions regarding the financing of
these acquisitions with & combination of cash and debt issuance. If the Los Gatos Hospital
purchase {otaling $53.7 miilion had not occurred, the Corporation would have had additional
cash resources available and would have not necessarily aceded to use District resources or the
issuance of an additional $50.0 million in revenue bonds. As already noted, the Moody’s
downgrade resulted in patt from concern regarding the district and ntities’ cash position.
Thus, while there is not a direct expenditure of District find the~Los Gatos Hospital
purchase, there is certainly a direct impact on Corporation resoug ailable for the purchase.

Public Debt Financing

The District and its entities have used public debt finlincingto pay for the
Mountain View Hospital, Public debt financing

subdivision of the State of Califomial
voters. The principal and interest on the
within Disirict boundarie

Financing Authe
benefit corporatio

picallyidoes not serve as such a conduit to financing for nonprofit public

As noted previously, ihe capital assets, e.g. the Hospita! facility and related equipment, have
been transferred to the accounts and records of the Corporation pursuant to the First Amendment
to Ground Lease Agreement effective November 3, 2004, Upon fermination of the lease or
dissolution of the Corporation, the related assets and liabilities will revert o the District. While
the District is not liable for payment of principal and inferest on the revenue bonds, if the
Corperation were dissclved prior to 2044, when the final payments are due, presumably the
District would assume or resolve any outstanding debt liabilities pursuant to the reversion clause
in the Articles of Organization for Hospital Corporation.

Drafl: 4423412 Harvey M. Rose Associates, LLC
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Soction 4: Andit of the FI Comine Hospital Disiriet

T4 P
2006 Cererst OB Egation Bonds IV Hospial Repiaeement
2007 Reverze Bonds BIY Hospitat Replresannt (lote 1)
2000 Revenus Ronds AV ospitat Repbicanent (Note 1)

Tintal Revense Bonds

Mots 11 Alfngh the 2007 snd 200% Teods
Hongitel, Tvations To sweprey reaovery svasy  fhe Lor Girtet Horpitah and the acquiirhed

Mo

T osteh X i Boods declies from S52.784 i 2012 1

Drall: 322112 Harvey M. Rose Aszociates, LIC
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Section 4: Audit of the EI Caming Hospital District

Compuiation and Assignment of Community Benefits

An underlying question regarding the mission of the District and the Corporation is the degree ¢
which they provide benefits to the taxpayers of ECHD. Certainly, having hospital and health
services located in the community is the primary benefit, discussed extensively in the
Review section of this report. However, in addition to these services, public and pdh-profit
hospitals are also expected to contribute to the community in other ways.

Califoraia Law Requirements

requirements for the
pfovzde services for

California’s Local Health Care District Law does not conta
provision or reporting of community benefits beyond the b
the “maintenance of good physical and mental heal
district ™"

However, legisiation passed by the California iégi
private not-for-profit hospitais to plan for and repor
The primary reason for establishing the community
the text of the law itself

“Private not-for-profit hospitals meet ceriain
essential health care and other services. Pul

enefit” as “a hospital’s. activities that are intended to address
primarily through disease prevention and improvement of health

those eligible for Medi-Cal, Medicare, California Children’s Services Program, or cou.nty
indigent programs.

¥ Califoria Health and Safety Code, Secfion 32121 (m)
1 Catifornia Health and Safety Code, Sections 127340-127365
12 Califomia Health and Safety Code, Section 127340 {2}

Page:30
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Section 4: Audit of the £l Camino Hospital Disirict

s The unreimbursed cost of services included in subdivision (d} of Section 127340,

+ TFinancial or in-kind support of pubkic health programs.

¢ Donation of funds, property, or other resources that contribute to a community priority.
+ Healih care cost containment.

¢ Fiphancement of access to health care or related services that Contribute to a healthier
commugity.

ot

Services offered without regard to financial return becau, eet a commaunity need in

maintain a persen's health

requires hospitals to describe in
s undertaken in order to address
(97 requires hospitals, “to the
value of coffiinwdity benefits provided in
isms to evallidte the plan’s effectiveness,

Based on these qualifying community benefit activities, GF
their community benefit plans the activities that the hospit
community needs within its mission and:financial cepacity.
extent practicable, assign and report theigc i
furtherance of its pian.” Plans must includes(a}
(b) measurable objectives to be achieved
benefits categorized into thefollowing frame

e to OSHPD 150 days after the end of the hospital’s fiscal year.
conirol of a single corperation or another entity may file &

requirement, including:children’s hospitals that do not receive direct payment for services,
designated small and” rural hospitals, public hosg:itals including county, district, and the
University of California, and other specific hospitals. **

13 Sections 127350 (d), 127355 {a)-(c}

1% OSHPD website: lsttp://wnarw. oshpd.oa. gow/HID/SubmitData/Community BenefitFAQ htant

Draft: 4/23/12 Harvey M. Rose Associates, LLC

415

This page contains no comments



Section 4: Auclit of the EI Caming al District

Non-Profit 501(c)(3) Requirements

The internal Revenue Service (IRS) does not speetfiCally list hospitals as organizations that are
exempt under section 501(c)(3) or specially fafine exempt purposes fo include the promotion of
health'®. However, the IRS recognizes that ﬁi -profit hospitals may qualify for exemption as 2
charitable crganization. IRS code section 501(c)(3) identifies the qualifying purposes of fax
exempt organizations, as follows: '

“charitable, religious, educational, scientific, Iiterary, testing for public sif stering national or
intermationa! amateur sports competition, and preventing cruelty to clitldren or animals. The term
choritable is used in its generally accepted legal sense and includes the poor, the distressed, or
the underprivileged, advancement of refigion; advancement o science; erecting or
intaing i i ernment; lessening
rand civii rights

The IRS requirements for obtaining 501{c)(3) £k
latitude in the manner in which an organization m e.its charitablé purpose. The

dentify their charitable status by

orgamzatmn Scheéu{e C for hospuais 4
no questions, including whethe; the o

area, consistentiwith the size and nature of the facilities;
c) Whether the hospy

pay, . .
d) Whether the hospital otherwise admits as patients those able to pay for care, sither

themseives or through third-party payers such as private health insurance or government
programs such as Medicare; and

operates a full-time emergency room open to all regardless of abilify to

1 “Hospitat Compliance Project Interim Report,” Internal Revenue Service, July 19, 2007,

Draft: 4/23/12 Harvey M. Rose Assaciates, LLC
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The biock quote is inaccurate, must have been pulled from a secondary source, Please replace with
actuat language or remave quotation marks.
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Report should disclose ratio is consistent with reporting by other Districts and Hospitals,

Seciion 4: Audit of the EI Camino Hospital Disirict

e} Whether the hospital’s excess funds are generally applied to expansion and replacement of
existing facitities and equipment, amortization of indebtedness, improvement in patient care,
and medical training, education, and research.

The TRS states that “the absence of these factors or the presence of other factors will not
necessarily be determinative. Likewise, the courts have heid in numerous cases that community
berefit is a flexibie standard based on the totality of the circumstances and that a hospital need
not demonstrate every factor to be exempt.”“’ 2

nstrate that it provides
t must show that it is

hospital must show that it benefits the community
community.”"”

defined in State law, the requirements
even these :eqmrements leave non-pm

ct and the Ei Caminc Hospital
uirements, and reported approximately $54.3
ity Beneﬁt Repoﬁ. As explained in that

ion of the cost of care provided to Medi-Cal recipients,
arity care.. While classified as allowable community ' zm
1 Stat¢' law, it is important {0 recognize that the unreimbursed cost &)
Ble popitlations is a typical expense of hospitals generally and

benefits wit
of services

16 “Hospital Compliance Project Interim Report,” Internal Revenue Service, Iuly 19, 2087,

¥ Charitable Hospitals: Modemn Treads, Obligations and Challenges,” Fuli Text of Remarks of Steven T, Miller,
Commissioner, Tax Exempt and Government Entities, Internal Revenue Service, Before the Office of the At!orrzey
General of Texas, Janvary 12, 2009,

Draft: 4/23/12 Harvay M. Rose Associares, LLC
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Consider related to what decision? SOl change?

Section 4: Audit of the EI Caming Hasita! District

This Is a very troubling conclusion. It is untenable to provide health care services only to District
residents. Harvey Rose appears to believe that the District should not suppart any clinics, health
education, transportation, vactinations, or other health services unless the service provider turns
away people based on zip cede of residence. Besides being inhumane, this position has no
sonnection to the District's snabling legisiation or any applicable standard,

Further, as discussed in Section 3, El Camino Hospital does n
extraordinary levels of unsubsidized medical care fo
make this asscmon based on Da compan

f3finguish itself as providing
fable populations in the County. We
ith other hospital districts in the State whichk

This discussion is confusing, Al Distict OB dolars are fully traceable. Again, does Harvey Rose
believe that the Hospital does not propery provide a community benefit to people served by the
District because it does not turn people away? Harvey Rose should provide a list of community
benefits provided by other districis that mest the consultant's standard and also provide alist of or
exampies of possibie graniees that only benefit those within certain zip codes. Direct mailing of
ignificant ongoing health education materials may be {?ne such program, but the District believes in its expertise thatits
ar $110 million in cB program is far more effective in improving public heaith and providing access to health care
2 services.

i

strike "a governance and”

to District residents, even

ave- underwrittert the operations
of the Corporation apd-d

ugh the initial-transfer of hospital
g and other mechanisms, such

1 Given that the District and the Co:poraﬁ
community benefits, the proportionate shar

estimated 60 percent
approximate SO, ar

consolidated entity fron ﬁ govermnance and financial
ally Accepled Accounting Principles (GAAPFfirect the conselidation for
e District, Corporation and other affiliated entities meet very
ation also meets very specific criteria detailed in State law which
requires compliance isclosure laws and open meetings, as if the Corporation were a public
agency. Additionatly;/a 1996 restructuring resuliing from a lawsuit defined the District as the
sole member of the Corporation and effectively ensured public control of Corporation net assets
and activities going forward. While the District and Corporation have strived in recent years to
make a greater delineation between the two organizations, uitimately the authority and
accountability of both District and Corporation Boeards of Directors stem from members serving
as elected public officials presiding over a politicat subdivision of the State of Califomia.

perspective.
financial reporting
specific criteria. T

Draft: 423/12 Harvey M. Rose Associates, LEC
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Section 4: Audit of the Bl Camino Hospital District

Page: 35

Insert: “a portion of" in between "for" and "the Mountain View campus rebuid,”

" for building

@ e Corporation is well served by this relationship, accruing benefits typically reserved for
Zhblic agencies, including the levying and use of property fax as well as access to municipal
financing. Further, at its initiation in 1992, the Corporation received approximately $175.5
miklion in net assets from the District. Subsequently, the Corporation’s strong financial healtirls
better then it would otherwise be and is strengthening, with 5440 millien in unrestricip
assets as of 6/30/2011. Further, the Corporation continues to receive cash infusions fom th
District, exceeding $15.5 million annuelly.

It is clear that the activities of each entity are directly linked
Accordingly, the assigmment of community benefits, throug!
underserved and through provision of services to District reside

underserved as
it appeas to be

days. Further, significant hospital services incl
percent of inpatient services are provided t
influence. Ultimately, the Local Agency Formation
and associated commugnity benefits are acceptable,

The following findings respond to the
LAFCao for the Audit portion of the study;

provements at the
the District; (b) the

purchased the ho. in Los Gatos or other facilities located oatside of the District? If 5o,
what is the purpose of the contributions and how are the funds accounted for?

The ECHD contributes revenue to the Corporation each fiscal yeer, amounting to
approximately $110.2 mélion between FY 2006-07 and FY 2010-11. Of this amount, (a)
$21.2 mitlion (19.2%) was used to fund capital imprevements at the Mountain View campus,
(b) $17.7 million (16.1%) was used to pay principal and interest on debt used to fund
renovations at the Mountain View campus; (¢} $13.7 million (12.4%) was used to fund

Draft: 4/23/12 Harvey M. Rose Associates, LLC
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1st para ; delete last sentence — the Corporation doess't get cash infusions for debt service on the
G.0. Bonds {it goes directly to the bond trustee), nor does it get "cash infusions” for community
benefit funds — it merely acts as the District's agent in dispensing those funds, affowing 100% of
District CB funds o be spend on GB programs.

Tax exempt financing Is available for any non-profit corporation, financing could have been obtained
through another entify,



Section 4: Audit ¢ amine Hospital District

community benefits; and, (d) $52.5 million £4475%;} in surplus cash was transferred to the
Corporation for no specified purposérzhese surplus cash transfers appear to have exceeded
the 50 percent threshold estabiishelll law, and coniributed to the $440.1 million in
Unrestricted Net Assets being held by the District, Corporation and affifiated non-profit
entities as of June 30, 2011. The funds are accounted for separately in the consolidated
finencial accounting system maintained by the Corporation.

3. I there a comtractual relationship Between the District rmd
Corporation? Does the District have an equity interest in the
5o, how much? If not, whe owns the assets of the Corparaf:,a i

El Camino Hospital
ety of the Corporation?

The 1992 Asset Transfer Agreement;

The 1992 Building Sale Agreement;

The 1992 Ground Lease and First Amendri
The 1992 Management Services Agreement,

- & & 9

assets of the Corporation revert back
of the lease. However, asset dispo:
Corporation continues prior to lease terti

4.
Fsystem and reported in the annual financial
he Bistrict’s resources are transferred to the
cked and monitored through the use of separate
5. mingled with the Corporation’s Funds?

are separately

d afid monitored using separate account coding in the financial system.
Therefore, Distric 1

are not “commingled” with the Corporation’s funs.

6. What measures shbuld ECHD take to establish transparency in the relationship between
the ECHD and pte El Camine Hospital Carporation?

The Distrigrand the Corperation should establish enhanced budgetary reporting and controls
on a casi fesis in order to better reflect the use of District resources. This should inciude
detailed rting of transfers between entities as well as debt service requirements.

Page:38

Draft: 4/23/i2 Harvey M. Rose Associates, LLC
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Ne. This was to assist in paying for the construction of the new Mountain View Hospital {as noted on
page 4-10}.

delete “on a cash basis” — GASB requires the District to account on an accrual basis,



Page:37

Insert "Subject o coordinated governance” after "are” and in place of
"the same entity”. Also, as previously noted, the 2oards are nof identical,

Section 4: Audit of the I Caniino Hospital District

Replace with “The District and the Corporation have policies on reserves, [Policy 45,06] The palicies
call for a funded depreciation account, a §0-day operating reserve, and such other surplus cash as is
needed to keep an “A” rating by hospital bond rating agencies, which is 229 days of operating
expenses.”

7. What measures should ECHD take to be more accountable to the public/community that it
serves?

Budgetary and financial information should be reported on a component unit fevel (ie,
separate budgets and financial reperts for the District, Corporation and each of the five non-
profit entities). These budgets shouid provide character ievel detail Ewe

discussed and adopted by ihe respective boards at public hcarin

These budge!s are already approved at public hearings.

8. What are ECHD's current revenue sources and amounts, including proceeds from vario

acquisition and community benefit graats, Se&']
5.4; and, Exhibit 5.1 for a fuller explanation.

The District maintains reserves for (4
expendad for capital acquisition; and,

I0. What is an approprial
on amonnt and use of

a 60-day operating reserve, there are not any

rict or Corporation reserves. However, all reserves
=hre conservative. However, the District should seek

should set
practices.

11 Does ECHD hav
Caming Hospital {

Yes. The District and Corporation maintain almost ideatical gbverning boards, which include
identical voting members, so that decision-making is alfost indistinguishable between
entities. In addition, pursuant to the Corporation Articley of Organization and subsequent
amendments, the District is the “sole member” of the/ Corporation. Essentially, from a
governance standpoint, the District and the Corporation ae same entity.

Draft: 4/23/12 Harvey M. Rose Associales, LLC
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Section 4: Audit of the £l Camina Hospital District

12. What is ECHD's role and responsibility af the end of the lease agreement between the
ECHD and the EI Camine Hospital Corporation, as It relates fo the assumption of asseis
and liabilities of the Corporation?

At the end of the lease agreement in the year 2044, the Amended Agreement states that the
related buildings, fixtures, and improvements revert back to the District. Unstated is the
disposition of any retained earnings or the transfer of other assets and liabilities. However,
per the Articles of Incorporation and subsequent amendments, upon dissclution of the
Corporation, all assets and liabilities (i.c., net assets, including Tetdined eamings) would
revert back to the District.

Draft: 4/23/12 Harvey M. Rose Asseciates, LLC
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5. El Camino Hospital District Service Review

As stated in Santa Clara County LAFCo’s Service Review Policies, municipal service reviews
“are intended to serve as a tool to help LAFCo, the public and other agencies better understand
the public service structure and evaluate options for the provision of efficient and effective
pablic services.” Based on the information provided through the Service Review process,
LAFCo may choose to initiate boundary changes or take other actions fo reorganize services

based on the service profile, sphere of influence {(SOI} and oth nsiderations.
The Cortese Knox Hertzberg Local Govermnment Reg tion Act of 2000 (CKH Act)
requires LAFCo to conduct a municipal service reviey defining a new SOI, updating an

ex1stmg SOt or moélfying boundaries. The CKH A At Teq! 2 LAFCo {0 “include in the area

{2) Present and planned capacity
including infrastructure needs

the service area boun phere of mfluence and populations served by the Bi Camino
Hospital District; as wel nalysis of service review data that may be considered by the
LAFCo Board in accordance with the cbjectives of the process,

! California Government Code Sections 56000-57550.

Draft; 4123432 Harvey M. Rose Assaciates, LLC
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Section 5: Service Review of the El Camino Hospital District

Health Care District Service Area Boundaries

Local health care districts are distinct from other types of special districts because they are
permifted fo serve individuals residing both inside and outside of the boundaries of the district.
Throughout the Health and Safety Code sections that apply to health care districts,? broad service
penmissions are provided that allow activities for the “benefit of the employees of the heaith care
facility or residents of the district”; “for the benefit of the district and the peopie served by the
district”; and, “in the communities served by the district.” This emphasis on populations o
communities “served” by a district, rather than populations residing within the boundaries of e
district, have generally been interpreted to aliow heaith cargfdistricts to extend their influghce
well bevond jurisdictional boundaries. :

For example, Health and Safety Code Section 3212
maintain, and operate, or provide assistance in
health services...at any tocation within or with
the people served by the district.” Unlike
providing services at permanent physical addrés
the district”) does not restrict services to a sp
districts to serve individuals who resi
region, state, or even nation. k

Profile of ElI Cam

As shown in the table, El Camino Hospifal had @ average daily census of appri
patients in 2010, the year of the most recent available information. Gengral Acute Care
utilization (defined as percent occupancy of licensed beds) was 46.3 percent,’y%ith the highest
utilization in Perinatal (Obstetric) at 65.2 percent and Intensive Care at 7 percent. The
Hospital's Acute Psychiatric unit had a utilization rate of 2.8 percent.

® Catifornia Health and Safety Code, Section 32000, et seq., alse known as the Lacal Health Care District Law,

Drafi: 4/23/12 Harvey M. Rose Associates, LLC

52

Page:40

Delete: "the Fogarty Institute” - it is a lessee and not part of EGH.

insert “Ei Camine Hospital Mountain View Campus is licensed for 374...° Add a new second
sentence “Ninety-nine of the licensed 374 general acute care beds of located in the old hospital
tower and are not available for use; they will be deleted from the license as of December 31, 2012

Insert “General Acute Care utilization (defined as percent occupancy of kicensed beds) was 46.3
percent (hut 63.0% if the 99 unavailable beds are excluded),...”

.//'_-\ -



Section $: Service Review of the Kl Canine Hospital Disirict

Table 8.1
El Camine Hospital Inpatient Capacity and Utilization by Unit - 2010
Licensed Patient Average Percent
Unit Beds Days Daily Census  Utiliz

Medical/Surgical 279 41,49¢ 113.7 40.3
Perinatal (Obstetric)} 44 10,458 287 652
Pediatric 7 123 0.3 42
Intensive Care 24 6,336 718
Neonatal ICU 36 42975000 39.3
General Acute Care 374 173.2 46.3
Acute Psychiatric 25 82.8
Total Beds 48.6

The El Camino Hospital Emer,
emergency medical treatment
40,877 patient visits. The

Carchac Surgery
St

[Gerdian

Sonrce: OSHPLD ALIRTS Facility Ulilization Statistics, 2010

Page:41

Draft: 4723712 Harvey M. Rose Associates, LLC

change Table 5.1 to change medical/surgical beds to 180 {and percent utilization to 63.2%} and add
a line showing 99 beds as "unavailakle”



Section 5: Service Review of the B Camino Hospital District

Page:42

Present Utilization and Capacity by Service
Countywide and El Camine Hespital Medical.Surgical and ICU/CCU Beds

Within Santa Clara County there were a total of 2,041 Medical-Surgical and 379 Intensive care
Unit/Cardiac Care Unit (JCU/CCU) beds in 2010, with a 61.8 percent and a 63.9 percent average
occupancy rate in the year. While the intensive care beds at the Mountain View campus of ECH
may have been near maximum capacity in that vear, there is sufficient capacity in the County
overall. Based on the 201G data, at a target 85 percent occupancy rate, there are an additionat
472 Medical-Surgical beds and 80 ICU/CCU beds availablegdniSenta Clara County (including
undenstilized bed capacity at the Bl Camino Hospital M in View campus. Data for each
hospital is shown in Table 5.3, below,

Licensed Beds, Average Censusiand Occupancy by Hus
IF Medloal/Siitgizal 1.

Facility
EL CAMING HOSPITAL

EL CAMING HOSPITALLOS GATOS
GOUD SAMARITAN HOSPITAL-AN JOSE
KAISER FND HOSP - SAN JOSE

KAISER FND HOSP - SANTA CLARA,

were 2 total of 440 Obstetrics and 256 Neonatal Intensive Care
Unit (NICU) beds in 2 42.3 percent and 2 57.1 percent average occupancy rate in the
vear. Af 65.1 percent ot ticy, Bl Camino Hospital had a higher rate of utilization than ali
other hospitals in the County, which averaged 42,3 percent overall (including El Camino
Hespital - Mountain View). NICU occupancy was near the average for the County. Based on the
2010 data, at a target 85 percent occupancy rate, there are an additional 188 Obstetrics beds and
72 NICU beds available in Santa Clara County (including underutifized bed capacity at the El
Camino Hospital Mountain View campus). Data for each hospital is shown in Table 5.4, below.

Draft: 4/23/12 Harvey M. Rose Associates, L1L.C
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This entire analysis appears to be premised en the wrong # of beds for ECH.
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Section 3. Service Review aof the EI Camino Hospital District

Table 5.4
Santa Clara County Obstetrics and NICU
Licensed Beds, Average Census and Occupancy by Hospital - 2010

Obstetrics NICY

Ucensed Patlent Avg Dally Ueansed Patlent AvgDRaily
Fadiity Heds Days  Census Occupancy Seds Days  Census Qccupency)
EL CAMING HOSPITAL 44 10,458 8.7 65.1%; 0 4297 LB 58.9%
EL CANMING HOSPITAL LOS GATOS 4 1,27 35 25.0%: 2 404 11
GOOD SAMARITAN HOSPITAL-SAN JOSE £9 8,937 4.5 35.5%; 5t 10,876 293
KAISER FNC HOSP - SAN 30SE A 4,381 120 il iz 1,344 36 4
KAISER FNOHOSP - SANTA CLARA 52 10.395 285 % T 6002 63.2%
P/ STANEQRD 32 8,287 2.7 59 22,359 63.8%
QCONNGR HOSPITAL - SAN JOSE 65 8439 0 L6 45.6%
REGIONAL MEDICAL OF SAN JGSE 37 L1855 6 264 12.1%]
SANTA CLARA VALLEY MEDICAL CENTER 80 12,870 6,146 42.1%
5T. LOUISE REGICNALHOSPITAL i6 1,645 - 0.0%
Grand Tolal 440 146,1 57.3%]

provides a lower proportion of servi
provides 15.4 percent of the services

and Utilization

Pe roem!

9.0%
7.7%)
15.4%!
a.1%
2.4%]

11.8%)

15.2%5)

Source: OSHPD ALIRTS Facitity Utilization Stattsiics, 200
Emergency Services

El Camino Hospital (Mountain View} has 28 Emergency Department stations, or about 12% of
total available emergency department stations in Santa Clara County. In 2010, the Mountain
View campus had 40,877 Emergency Department visits, equating to an average of 1,460 visits
per station during the year. El Camino Hospital also publishes average estimated wait times at

Draft: 4/23/12 Harvey M. Rose Associates, LLC
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Page 44

why is this metric used, normally demand is measured by inpatient days/{,080? As the population
ates the Reporl’s melric becomes tess correlated with needed bed days as the average lengih of
inpatient care increases,

Section 5. Service Review of the EI Camino Hospilal District

their two emergency departments that range between eight and 40 minutes {(based on random
sampling conducted between 8BAM and 10PM on various days in February 2012).

Emergency departnrents with lower average acuify visits, such as the Santa Clara Valley Medical
Center (SCVMC) facility, tend to have significantly higher visit rates per station and zlso have
lower admission rates fo total visite® El Camino Hospital - Los Gatos and the St.
Regional Hospital had zero hours on diversion, which suggests some capacity remaini

Table 5.6
Santa Clara County Emergene;
Visits and Admissions by Hos|

Vishts [No Visits %

Facliity EDtevel  Statioms Total Admitss  {Adwuitted)

EL CAMING HOSPITAL Basic 2 ; 33975 6902 16.9%)
£L CAMING HOSPITAL LOS GATOS Basic 1192 10.5%]
GOOD SAMARITAN HOSPITAL-SAN JOSE {8asic 9038 17.6%)
KAISER FND HOSP - SAN JOSE Basic 7,211 15.2%
KAISER FND HOSP - SANTA CLARA Basic 9060 15.5%
OCONNOR HOSPITAL - SAN JOSE Basic 7398 17.04
REGHONAL MEDICALOF SAN JOSE Basic  © 831 141%
SANTA CLARA VALLEY MEDICAL CENTER [Comprehans ; ) ! 14,068 14.8%
57. LOUISE AEGIONAL HOSPIYAL Basic 2398 8.5

STANEOAD HOSDITAL
Grand Total

Sounrce: OSHPD ALIR.

9,505 20.:
73,552 15

Ute’ care can be estimated by multiplying
utilization rate. OSHEPD 2010 discharge data

f 18 and 64 are admitted for acute inpatient care af a fate of
approximately 65Glscharges per 1,000 population;

» Adults age 65 and above are admitted for acute inpatient care at a rate of approximately
216 discharges per 1,006 population, or approximately 3.3 times the rate of adults under
the age of 65;

* Acuity level is based on = distribution procedure codes for “minor”, “low”, “moderate” and “severe”
classifications. The Samta Clara Valley Medical Center Emergency Department is the only comprehensive
emergency department in the County, offering 2 fuil range of tertiary emergency care, However, because uninsured
patients in the County tend to use the SCYMC Emergency Department for non-emergency urgent care, the average
acuity Jevel of the patients and rate of hospitat admissions are Iower.

Draft: 4723112 Harvey M. Rose Associates, LLC



Section 5! Service Review of the EI Camino Hospital Distvict

+ Overall, the rate of acute inpatient care for the entire County population is approximately
78 discharges per 1,000 population.

On an aggregate basis, the Santa Clara County population is expected to grow by approximately
5.0 percent over the next five-year horizon between 2012 and 2017, and, by approximately 7.1
percent over the nexi seven-year projection horizon between 2012 and 2019, However, these
projection rates are not constant by age cohort and an examination of the segregated data
iilustrates that the rate of growth wili differ by age cohort.

growtl in acute inpatient care,
tmes as high as other adulis and
of pogulation projections by age

This is an important consideration when projecting the rate of
since persons over the age of 65 are admitted at a rate ove
more than five times as bigh as children. This segregd
cohort is displaved in the table, below,

Tah! Hss
Santa Clara Coulity 5-Year and 7-Year -
Population Projectitnis by Age Cohort

~2ma 2018
410,592 406,421 -5.0% -6.9%
1,284,464 5.6% 23%

275,109 18.7% 2715
1,957,556 5.0% 7%

Age Group 2612 2013 2014
617 435535 432,100 427,716
18-64 1,174,723 1,180,807 1,205,084
65+ 715,370 223,923 231,738
AllPop 1828573 1846466 1,864,533

tely nine per€ent more inpatient care volume
fore inpatient care volume over the next seven
5

over the next five y
! in the table, below.

yeuar petio

Ta .8
ounty S5-Year and 7-Year
ne: Projections by Age Cohort

53 Tyr%

Age Group 2035 2015 2017 7018 2049 Change  Change
617 17,240 17,065 1686 16720 16,550 5.0% 6.9%

1860 78773 79769 B0 81,830 82,881 83,945 6.6% 2.3%

65+ 45,0 SLI88 5347 s5445 57381  So3ug B.7% 1%

All Pop 143,266 150,792 153,048 186,184 159,000 . 16,898 9.0% 13.0%

Application of Countywide Projections to the EI Camine Hospital District and SOI

The District and SOI contain about 1/6 of the population of Santa Clara County. Using
available population data sorted by zip code, this analysis determined that the overall population
growth rate for the District is siighily more than half of the growth rate for the rest of the county.
The District and SOI alsc has a significantly smaller proportion of the populaticn that are seniors
aged 65 and above. The results of this analysis are provided in the tables, below.

Draft: 4/23/12 Harvey M. Rose Asseciates, LLC
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Section §: Service Review of the EI Cmmino Hospital District

Table 5.9
£l Camino Hospital District and $O1 5-Year and 7-Year
Population Projections by Age Cohort

Syr% Tyr%

Age Group 2012 2013 2014 2015 2016 2017 2013 2018 Change - Change
0317 67890 6835% 68,832 6%368 69,788 V0270 © 70756 71246 3.5% 4£.9%
18-64 198,587 188,703 198,819 188,935 199,051 199,168 199,284 199,401 0.3% 0.4%
65+ 42543 43787 44061 46367 47,405  4B676  43,98% 5132 4.1% 20.3%
Al Pop 309,190 310,806 312612 214,337 336,072 317,816 313,55% 321,333 2.8% 3.9%

county, the District and SOT are
£ 2.8 percent compared with a
isq, as shown below, because
merience a lower 5.8 percent
e increase for the County
inpatient volume iSipfojected fo increase by

As seen, using the same methodotogy as was used for the gj
expected to experience a five-year population growth
Countywide population growth rate of approximately
of the differences in the populations by age coh
inpatient volume increase compared with a 9.0,
overall. Over seven vears, the District and
approximately 8.3 percent.

Inpatient Volit oiec

k- Sw¥%  Tyr%
2018 Change Change
2,501 35% 4.9%

13-64 12,578
- 65+ 8,205
All Pop 24,948

13,032 0.3% 0.4%
10,507 16,788 11,678 14.1% 30.3%
26385 26,694 27,011 5.85% 8.3%

e Won}ex;;' Hospitaf to make approximately 40,000 square feet
0147,

Nearfy all of the El Camiho Hospitai Corporation services are provided at the two main
campuses in Mountain View or Los Gates. The services provided outside of the Bl Camino
Hospital District and its sphere of influence are the Los Gatos operations and two off-campus
dialysis centers located in San Jose. A listing of the facilities owned or leased by the Hospital
Corporation; and, a map of the areas served by the two hospital campuses, including the location
of the two hospitals and the off-site dialysis centers, are provided below and on the next page.

* ECHC Exhibit XX —“Land Uses and Facility Plans for Ef Camino Hospital, Mov, 19, 2010 with 201 { Updates”

Draft: 4/23/12 Harvey M. Rose Associates, LLC
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Section 5: Service Review of the Bl Camino Haspital Districl

Figure 5.1
Listing of Properties Used by E1 Camino Hospital Corperation®

Name sw:nandiwmxslmsshed:ess £ Land Owner Suliding Owner leased B No:

%%Wﬁ%ﬁ&%%&&&%m SHRER = %%?Mﬁmgm e s
£ Card S o Hospital zsms:xo,d . N Mounwmrew . EcHo " i SCH Carmpus

ﬁ%‘@ﬁ R & f&%ﬁﬁ%ﬁ?ﬁgﬁmﬁ% gﬁ%@%@ﬁ@g@ﬁ%

Od Matn Ho

B
V‘IE
{‘wé

: Htrsaii&l ere M:m-utaln V”aw

@ﬁiﬁiﬁiﬁ’%ﬁw@%ﬁ% %?L?ée%ﬁ%, R

or:h ﬁdve Psrldagﬁmgn Msuﬂtaln v:ew

Rﬂflvsurst Center lﬁswlh Um‘e Mmmmn Vlzw

S %ﬁﬁ%ﬁ&ﬁﬁ AR
Vi

ital Dﬁu Monu 2500Hospits! Drive )
i 5 G
Homit DD 4

Bl
s:*;sa-r -

] M ,

Horpital Ditva Mauf:
T

by s
n-Fatlent figkat
BT
555 Knowles Buldirg o

.1‘

IR,

Evergreen D::Iy.«.k

Seurce: ECHD LY

il Cogworation are ocated outside
Teates plilemma for the District. For
gal entily] as discussed in Jection 4, the

ps;ntal rporation. As structupsd, the elected
g memberg of the Corporation Board{ Therefore, any
nsion, activities of the District. Given fhis interprefation
es, € acquzsttmn and openmg of the Los Gatos

~—Hospital extendsihe
nd sphere of pfhigh

Further,

consistel==vith State law [Health and Safety Code § 32121(3)] and with the broader mission of
the District and Hospital, however, the location of these centers in East San Jose {2230 Tully
Road) and Central San Jose (399 West Taylor Street} is questionable.

* Bl Camino Hospital District Exhibit )41 BI Camine Hospital Properties, December 23, 2011

Draft: 4/23/12 Harvey M. Rose Asscciates, LLC
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Delete: "many”

Insert: "7 of aver 207

Insert: "and existed at time of 2007 review.”

© As noted, this is just an Interprefation and not one that is correct legally.

insert - some

' Para below Figure 5-1 — “As strustured, the elected District Board members sit as [delete — “the oniy”]
voting members...

Delete « "well”

Insert - ", though # is consistent with Siate law."

" detete "aithough” and "3 questionable” - E|l Camino Hospitai opened these two centers more than
twenty years ago, when dialysis was a new senvice and not readily available in the gounty; LAFCO
has never found this questionabie in past service reviews.



Section 5: Service Review of the EI Caming Hospital District

Figure 5.1
ECBT Cam;:us and Services Map
i .

LAFCO
Jur;sdzgtt

per%zno and Sumnyvale yields a catchment of 56 percent of
. Another 38 percent originates from the rest of Santa Clara
County, and the yemii
displayed in the table

Figure 5.3

¢ ECH Exchibit XXi£ ~ Land Uses and Facility Plans for Bt Camino Hospital, “Facilities Development and Real
Estate Plan, Nov. 19, 2018 with 2011 Updates”

? Two analyses were conducted to determine the percentage of pafients that are drawn from the District and SOL
The first analysis only counted those patients who resided in zip codes areas that were entirely within the District
and SO, showing that 37.5 percent of the patient count resides in the SOL However, this methodology results in an
under-count. The methodology used in the report analysis showing a 56 percent rate includes 2ip code arcas that are
parfiaily — but not entirely — in the SO, which results in an over-count. To be conservative, this second methodology
is used in the report and is consistent with the approach used by El Camino Hospital.

Draft: 4/23/12 Harvey M. Rose Associates, LL(

5-10

This page cordaing no comments



Section 5: Service Review of the EI Cennino Hospital Districi

Santa Clara Coanty LAFCo Map of
El Camino Hospital District and Sphere of Influence

ey

Map fegend

Red — District boundary
Fiue ~Sphere of Inflvence®
Sreen--Santa Clara County

Hospital consistentt

marketighare within iis boundaries and
throughout its sphere

market share declines significantly due to the

* Includes all of Cupertine and Sunnyvale within the Sphece of Influence, which is inconsistent with the pliysical
description of the area, but whick corresponds with recommendations made in the 2807 Service Review and
definitions generally used by the Bl Camino Hospital District,

Drafi: 4/23/12 Harvey M. Rose Associates, LLC
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Section 5: Service Review of the EI Camine Hospital District

Tabie 5.11
El Camino Hespital District Inpatient Catchment’
Sorted by Zip Code ~ Calendar Year 2010
£l Caming - Mt. View

Case % of ECH-  Cumulative Market
Catchment Areas Vaolume My % Share

Within the District
94040 Moungain View
94043 Mountain View
94024 Los Altos
84022 Los Altos & Hills
94085 Sunnyvale
94041 Mountair View
24042 Mountain View
94039 Mountain View
84023 Los Altes
24035 Motfett Field

Within the District

24087 Sunnyvale 4395
84086 Sunnyvale 35%
94083,81 8%
4 36%
Partlally Cutside the bi: 43% 41%
3%
2%
S0%. 38%
&8 4%

99% -

100% -

Source: QSHPID ALIRTS zation Statistics, 2010

Inpatient catchment for all iipatient services provided by El Camino Hospital Mountain View is
visually displayed in the Figure 5.4 map, shown below.

° District geography and Bl Camino Hospital (Mts View campus) iP discharges exchuding nommal newborns for
CY2016 as provided by ECH, Dec 23, 2011,

Drafy: 4/23/12 Harvey M. Rose Assactates, LLC
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ingert 3542 as sub-total here,



Section 3: Service Review of the EI Camine Hospital District

Figare 5.4
Distribution and Saturation of Inpatient Services
El Camino Hespital Mountain Yiew by Zip Code

R

0 percent of Emergency Department volume
inates from the rest of Santa Clara County, and the
unties and beyond.

Dreaft: 4/23/12 Harvey M. Rose Associates, LLC
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Jection 5: Service Review of the El Camino Hospital District

Table 5.12
El Camino Hospital District Emergency Department Catchment'®

Sorted by Zip Code — Calendar Year 2010
El Camino - Mt. View

94024 Los Altos

94085 Sunnyvale
24041 Mountain View
84022 Los Altos B Hills
4042 Mountain View
£4039 Mountain View
94023 Los Altes

54035 Moffett Field

Catchment Areas Visits 9% of ECH-MV  Lumutative %
Within the District

24040 Mountain View 3,426 8%

84043 Mountain View 2,905 T%

Within the District 0%
Partialy Gutside the District but Within £
94086 Sunnyvale 0%
54087 Sunnyvale 9%
4%
0%
3% 54%;
Outsjde the District but Wit
; . 35024 Cuperi 2,892 7%
38 0%
2,930 7% 6056
12,005 29% 8%
Rest of Catifornl 4,655 1% 10076
Out of state or unkno L. - -
‘Total 43,176

Source: OSHPD ALIRTS Faitlip/ilization Statistics, 2010:

Market Share and i’a?ae)nt Fiow

The District residents have a high preference for El Camino Hospital (Mountain View campus),
with a greater than 40 percent market share from each of the catchment areas within the District
and the SOl Patients in these catchment areas seck aboui 90% of their inpatient care from
within the County, predominantly from El Camine, Stanford, and the two Kaiser facilities. A

"% District geography and El Camine Hospital (Mtn View campus) ER visits for CY2010 as provided by ECH, Des
23,2014,

Drafl: 4/23/12 Harvey M. Rose Associates, LIC
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what year? The supplemental zip-code data provided by N. Borgstrom demonstrates that no in-
migration occurred.,
Section 5: Service Review of the Ef Camino Hospital Listvict

clear preference for Stanford over Kaiser is apparent in the primary District zip codes, whiie the
zip codes that are partially or wholly outside of the district, but within the SO, prefer Kaiser
over Stanford, as shown in the table, below.

Table 5.13
El Camino Hespital District Market Share
Sorted by Zip Code — Calendar Year 2010

2010 - All DRG Yelume Market Share

By Hospital System District Bistrict S0L

Ef Camino {ivtn View) 4,396 4% 43%
£ Camning {Los Gatos) - ik &4 o%
Kaiser {Peninsuta/tast Bay) 1,778 5 1’388 6% 3%
Stanford / LCPH 53 1%
Santa {lara Valley MC 9%
Sequota (CHAW) 1%
Geod Samaritan %
OLonner 3%
UCSF i%
Sutter {CPMC, Mills-Feninsula} %
Other Santa Clara/San Mateo/ So. Alameda 2%
Qthar Cutmigration 2%

fihence zip codes over the last
135 remained stable.

a's total cases in that year. This resuited from a 738
‘ 333 . .
218 a 4.8 percent increase in market share from the Los

o the reduction in capacity during the change in ownership
between 2008-2009, wit sorary closure of the Los Gatos facility and the corresponding net
decrease in available beds Within that area of the County. Overail the Ei Camino Hospital system
of both campuses had a net loss of 0.7 percent of the market share, comprised of a 4.8 percent
gain at the Mountain View campus and a 5.5 percent loss at Los Gatos campus.

! Prior o the acquisition of Los Gatos Hospital by Bt Caminoe Hospital

Drafl: 4/23/12 Harvey M. Rose Associates, LLC
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Section 3: Service Review of the £l Camino Hospital District

Table 5.14
Market Share Impact On Area Hospitals from
El Camino Hospital Los Gatos Closure - 2008 to 2010

Market Share

Market Change 2068-
Hospitat System Yolume Share 2010
Good Samatitan 10,444 26.6% 0.2%
Kaiser (Peninsuda/East Bay) 9,918 252% 0.4%
Santa Clara Valley MC 5,71 i4.5% G.1%

El Canino (Mt. View) 10.5% 4.8%
O'Conznor -3.3%
Stanford/L.CPH 0.3%
Sequoia (CHW) 0.0%
El Camino (Los Gatos) -5.5%
UCSF 0.0%

Sutter (CPMC, Mills-Peninsula)
Other Santa Clara/San Mateo/ So. Alameda County
Other Qutmigration !

-5.1%
-0.1%
0.4%

Total

ient vohume in the Los Gatos
itat in 2008,

+  The County of Sanfa Clara has excess capacity for many services, estimated to be over 470
Medical/Surgical, 80 ICU/CCU, 188 Obstetrics and 72 NICU beds, based on 2010 discharge
and licensure data at a target utilization rafe of 85 percent.

ice Revigw'conducted of the El Caminc Hospital District
onsideration by the Santa Clara County LAFCo Board.

+ El Camino Hospital has a general acufe care inpatient utilization rate of 46.3 percent.

Although uiilization varies by service, the ECH has substantial excess capacity in the

Hospital’s Medical/Surgical and Necnatal ICU units,

Draft: 4/23/12 Harvey M. Rose Associates, LIC
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Does not 1ake into account 99 beds that are not available for use,

Table should be updated to reflect supplemental zip-code data provided by N. Borgstrom
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" defete "tontrols” and replace with “captures”

Jection 5: Service Review af the El Camine Hospital District

* On a Countywide basis, El Camino Hospital provides about 9.4 percent of total inpatient
services, While ECH has 11,8 percent of all licensed beds in the County, it has 15.2 percent
of excess capacity.

s Given the population profile of Santa Clara County and hospital utilization rates by age
cohert, inpatient hospital demand is expected to increase by between 9.0 percent and 13.0
percent over the next five to seven years. For El Camino Hospital, this growth is expected to
increase by between 5.8 percent and 8.3 percent over the same period,

+  With the exception of ICU beds, it is unlikely that growd
capacity concerns at the Mountain View hospital. E.

.in local demand will lead
pacity is likely to remain in most

services, since the Hospifal is considering a proj elocate physician offices if the
Women's Hospital to make approximately 46,006 wvajlable for inpatient
Large Proportion of Services Provided to Person Residing Ohui%ide of the SOI
5,
. rvices At permanent

physical addresses, Healthcare District law dUi
and, instead, allows health care disticts 10 serv
bounsaries and in other areas, i

dialysis centers located in San 1 i ital District Aacilities are located
within jugisdictional boundaries,

specific territory

mergency department services am
uence. Approximately 60 percent are

jithin the"apanded SO it includes il zip code territory within
Cupertino. *Afio ‘percent of sérvice volume is provided to patients who

Market Share Consis

\cross District Boundaries and Expanded SOI

+ El Camino Hospital Mounfain View con @ approximately 40% of the market share within
the District, the SOI and the expanded?2D] that includes all zip code territory within
Sunnyvale and Cupertino.

« Patients in these three catchment areas seek about 90% of their inpatient care from within the
County, predeminantly from Ef Camino Hospifal Mountain View, Stanford, and the two
Kaiser facilities.

Drafl: 4/23/12 Harvey M. Rose Associares, LLC
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This is misleading. If no District dollars go to Los Gatos how is District Servicing Los Gatos? Harvey
Rose is ignoring corporate structure, s disagreement with stale law and policy is not a basis to
ignore the law.

Section 5: Service Review of the El Caming Hospital District

+ The El Camino Hospital in Mountain View receives some “in-migration” of inpatient

Insart “within the boundasias" in between "provided” and “io”

10.5 percent of the area’s total cases in that year; and, resulted from a 4.8
market share from the Los Gatos area.

Since this is consistent with State [aw, the second sentence is advecacy without a defined standard.

The following findings respond to the specific questions pog
LAFCo as part of the Service Review:

Vided to residents of neither the District nor the District’s SOL
portion of emergency services are provided to residents of the
District and SOI, approximately 40 percent of such services are provided to non-residents
that reside in areas throughout the County, State and beyond.

3. If the ECHD is providing services outside of its boundaries, should its boundaries be
extended fo include ifs service area? If so, ow would the affected agencies be impacted
by such expansion?

No. As demonstrated in the report, the El Camino Hespital Mountain View facility
consistenily has a market share of approximately 40 percent of all inpatient services

Draft: 4725712 FHarvey M. Rose Associates, LEC
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Section 5: Service Review of the EI Camine-#i5spital Iistricl

nan~pmf it entities~Tave been able fo accumulate approximately $44¢ million in
eted Net Assets as of June 30 2011, in part, this accumulai;on of Unrestricted

Surrent District. By expanding the District boundaries to include the SOI, the prepesty tax
base and resulting revenues would increase, adding to:he Corporation’s ability to either
expand deeper info the community or acwmula tiional Unrestricted Net Assets.
There would be ne clear benefit to residents of & ed District if this were o ootur.

The ECHD provides services to its residents
and i¢s affiliates through an array of conirac!

Corporation in exchange for pi

Section 4 and restated above,

ECHI is the “sole
istrict B

tstablish, maintain, and operate, of
76 izealth facilities or healfls services...at

Drafl: 4/23/12 Harvey M. Rose Associates, LLC

Page:57

This presumes hospital would have been rebuilt without GO Bond or Capital Improvements made
without District funding. Alsa, no mention is made of benefit of increased community benefit
programs in an expanded SG1. No finding of dupiication of services, so presumably residenis would
be benefited.

" "As structured, the elected District Board members sit as [delete "the only”] voting members...”

" As confirmed by this report, the acquisition of Los Gatos by the Corporation complied with State law

and demonstrates that no District doflars went to the tansaction, The condlusion in this sentence is
based on the false premise that the original intent applies, rather than the intent of the current
enabling legislation, that has been amended many times.
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defete “on a cash basis” — GASB requires the District to account on an acorial basis.

Section 5: Service Review of the EI Camino Hespital Disivici

The foliowing Statements of Defermination respond to the requirements of California
Government Code Section 56430

1. Growth and pepulation profections for the affected areq.

The District and SOl are expected to experience a five-year population growth rate of 2.8
percent compared with a Countywide population growth rate of approximately 5.0
percent. Also, because of the differences in the populations by age cohort, the District
and SOI will experience a lower 5.8 percent inpatient vohsme increase compared with &
9.0 percent inpatient volume increase for the County

2. Present and planned capacity of public faci
including infrastruciure needs or deficienciess

d adeguacy af public services,

possibility of relocating physician o
approximately 40,000 square feet available

76.3% of
reportedly
combined org

5. Accountability foricpmmunity service/needs, including governmental structare and
operational deficiencies.

To improve accountabiity, the District and the Corporation shouid establish enhanced
budgetary reporting and controls gz3a cash basis in order to better reflect the use of
District resources. This should -@: detailed reperting of transfers between entities as
well as debt service requirements. In addition, budgetary and financial information
shouid be reported on a component unit level (i.e., separate budgets and financial reports
for the District, Corporation and each of the five non-profit entities). These budgets

Dradt: 423712 Harvey M. Rose Associates, LLC
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delete "at public hearings™ — the budgets are already reviewed, discussed and adopted at public
hearings;  is OK to suggest we should do i in more detall, but adding "public hearings” suggests we
Section 5: Sepvi éw of the EI Camine Hospital District are pot doing 1t in public,

should provide chara &l detail and be reviewed, discussed and adopted by the
respective boardsdhublic hearings.

change “disguising” to "blurring” — “disguising” suggests intent.

The governance structure of the District, the Corporatien and the five affiliated non-profit
entities blurs the distinctions between the organizations. As the “sole member” of the
Corporation, the District is able to directly imposs its will, financial benefit and financial
burden on the Corporation, which link the boards together and create fiscal dependency.
In addition, the Corporation serves as the manager and administrator, not only for

factions

and activities occur through the accounts and rec
distinctions between the entities. The District shol
distinguish between the entities for governar
discussed more fully in Section § of this red
processes for monitoring expenditures fof
through improved budgeting and mor

f'the Hospital, further uising
nsider changes that wotiiclearly
anagement purposes. This is

6. Any other matter related to effective or
commission policy.

Mountain View campus provides a vital healthcare service in
‘of population projections for the District and the County, as
ity by major service, indicates that additional healthcare
capacity is not 18 it this time. Cverall, the County is using orly 58.9 percent of its
licensed beds and EL €amino Hospital Mountain View is using only 47.1 percent of its
licensed beds, suggesting sufficient medical facility capacity in the District and County.

3. The present capacity of pubiic facilitics and adequacy of public services thaf the agency
provides or is authorized to provide.

See Statement Number 2.

Draft: 4/23/12 Harvey M. Rose Associates, LLC
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See prior comment regarding $9 beds that are not avaitable for use. Also add “on its Mountain View
campus” after “389 beds" — the last sentence refers to a tabie on the next page, but there is no table
there.

Section 5: Service Review of the El Camino Hospitai District

4. The existence of any social or economic communities of interest in the area if the

comtmission determires that they are relevant to fhe agency. The Fogarly instifule is a lessee. Other lessees are not identified,

The commission did not identify any social or economic communities of intgreSt in the
area and none were identified as part of the Service Review.

3. The nature, location, and extent of any functions or classes of seyvices provided by the
existing district,

Although the District does not directly operate El Ca
fransfesred and sold assefs, and entered into varigy
Hospital Corporation to operate a hospital on p
addition, the District has contributed approy

Hospifai, it leases the land,
grrfents with the El Caming
it owns in Mountain View. In
) million to the Corporation in
ilding of the Mountain View

El Camino Hospital is a &ill st 41~ac:e carpus in
Mountain Vlew Cahfo 7. few 1 the main hospital,

Fogarty Instipu Gntér for. Clinical Résearch, and the Genomic Medicine
z i i C 50 owns the El Camino Surgery

eral Acute Cire beds and 235 Psychiatric beds,
bie from the California Office of Statewide
). The table on the next page displays the
the ECH Mountain View hospital, and
ercent utitization by unit.

Hea

Dradt: 4423112 Haorvey M. Rose Associates, LEC
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6. Governance and Reorganization Alternatives

As discussed in the Introduction to this report, Santa Clara County LAFCo posed two oyerfiding

questions to be answered as part of this service review and audit, as foliows:

vigtation of State law?

1. Is the Bl Camino Hospital District providing services outside of its boundaries sibly i

2. Should the Diswict continue to exist and/or continue to receiveipublic funds grcBuld another

entity provide the District’s services more efficiently?
Providing Services Quiside of the District Boundarie.
by El Camino Hospital Mountain View are

and the SCI. The balance of servigesate prov
some extent, this is amicipa g in State law, Wl

districts to perform se

is also silent on the degree to whlch
reasonable. “While the reach of the:

Mountain do nota
areas that are I

The matter is Turther
opening of the El
extensively in Section
legal entity, its

lthough the §
:brvices outside

£SO of the jurisdictic

atient services provided
ng within the Distri
tside of the SOILZ

25 outside of established 3

| Corpersfion’s acquisition and
1 .
¢ last few years. As discussed

e Corporation — and, indizectly, the District —

ith the intended purpose of the District.

not find that the Bi Camino Hospital District is providing
in violation of State law, it is clear that the reach of the
d the territorial boundaries and established sphere of influence

Contirmed Existence and Réce{pt of Taxpayer Funds

As discussed in Section 4, ilhe combined financial statements for the District, the Corporation and
other affiliated organization demonstrate that the combined group of eatities is financially strong.
As of June 30, 2011, the financial statements indicated that these entities held combined
unrestricted net assets of over 3440 million, which included $408 million in cash. These
unrestricted net assets were equivaient to more than 76 percent of the combined annual operating
expenses of the erganization, which amounted to 3577 million in that year.

Draft: 4/23/12

Harvey M. Rose Associates, LLC
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This chapter blurs distinction between audit and service review.

Delete rest of sentence after "boundaries”, not in RFP,

Delete: To some extent

Detete: "do not appear to be”
Insert; "are not”

" Delete: "in areas that are far”

Insert: "to person residing™ What services is the report referring fo, the dialysis dlinics that have
existed for decades?

This conclusion is unsupported given Disirict dollars do not go to Los Gatos.

Delete text - "To some extent” this is complately anticipated by state law.

Delete text « “far

Delete text - "Although”

Untenabie 1o exclude CB programs for those that travel to District. |t is unclear what standard, if any,
Harvey Rose suggests should apply to proper CB recipients. - is there an acceptable ratio? Or do
100% of CB recipients need to be residents? On what basis has Harvey Rose developed this
standard?



Section 6: Governance and Reorganizatioli Alternalives

Notably, the group of entifies experienced these significant Ticted nef assefs and

the accounting records de not show any District funds were dire sed for the purchase of
Los Gatos Hospital, it is at asset and cash transfers fi e District, as wel! as access to
low cost borrowi ough the District and as a nos:zprofit entity, have contributed substantially

cial success of the organization.

@ In addition, the combined organiza dogs not distinguish itself by the amount of gerimunity
benefits that it returns as a resultlEs taxpayer contributions Certainly, El Camino Hospital
Mountain View provides a vital service te the region, pr I apprommale G4 percent of a
inpatient services and controllmg 15.8 parcent of all & apa
County. @ TVET, TiE tsity-ben
within ange of contnbutmns reported—ty
the District receives the--secGRd highest appom
$54 8-miflioh in total cemmumty benefit rej
District contributed E £5.1 million. The b:
twere used to makelt=incipal End-interest pa
improvements at the Mountain Vigw:camif
millior on Ei Camino Hospital ac
community benefif activities.

Fusther, other indicator:
fo Medi-Cal patie
providing high-fev

es not éxstmg 3
compared with the eigdf vther
ai services, Ef Camine Hospital Mountain
service to this population, providing fewer
undation hospitals in the Coynity.

out ready access to hospital facilities' a source of tax
nd operate commumty hospstal and health care

ition’s status in the Sania Clasa County aithcafe commanity,
mmunity benefit contributed to Distylct residents, it is clear
that the original inte is no longer appiicabie to the El Gamino Hospital District.
Accordingly, the contin ribution of taxpayer resources to thig @ ction are no longer
justified or required. Alternatives to be considered by the Santa Chwet County LAFCo are
provided in this section.

! “California’s Health Care Districts,” prepared for the California Healthcare Foundation by Margaret Taylor, April
2006.

Draft: 423112 Harvey M. Rose Associates, LEC
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Repetition of incorrect or inaccurate data.

This paragraph is based on undefined standard of how a district must distinguish itself to avpid
dissolution or governance mandates,

" As noted above, this intent changed before ECH was created

The District was never rural, and this discussion is based on false premise that original intent applies,
rather than tse Intent of the current enabling legislation, that has been amended many fimes, Only
the state legisiature or voters should determine if taxpayer contribution to health care districts is
“justified or required.”

* Shoutd be clearer that 100% of unrestricted funds went to CB. This is written to imply District should

be doing more fowards CR, but that would require no fonger following Genn limit. If LAFCO
recommends that the Gann limit should not be followed it should do so explicitly in s report.

Detete fext - "However"

Capitadize word “The”

Delete text - "even though the District receives the second highest apportionment of property taxes in
the State.” Piease see comments related o errors and omissians in Figure 3.1,

Delets text - "merely” This is not neutral language.

Delete text - "only” , itis 100% of unrestricted funds.

Delete text - "only", it is 100% of unrestricted funds.



Section §: Governance and Reorganization Alernatives

Analysis of Governanee Structure Options for the E1 Camino Hospital District

The Certese Knox Hertzberg (CKH) Act grants a LAFCo the right and responsibility to review,
and approve or deny a district’s official boundary and its Sphere of Influence (SOI). Boundary
changes may be initiated by petition of residents /7 registered voters or by resclution of local
affected agencies. LAFCO may also ipitiste some boundary changes under certain
circumsiances.

There are six governance structure options for the ECHD:

I. Maintain the District’s boundaries and take measures [i
and accountability;

Modify the district’s boundaries and/or SOI;
Consolidate the district with ancther special dis

parens

Merge the district with z city;
2
Create a subsidiary district, where a city acts

L TR o

Dissolve the district, naming &

Ei Camino Hospital
services to District
throughout this Tep

guastions have been raised regarding the
x # in exchange for substantial
HD over theAears.

gontinue operations and receive its
¢rvice. There would be ro change in
i areid future difficulties and questions
fure property tax cont ﬁ ions by the citizens of the District,
guld encourage the El Camino Hospital District Board of

£,

A 1. Acting as the El Camino Hospital Corporation Beard of Directors, the Board should remove
the District as the “sole member” of the Corporation and change the membership of the
Corporation Board to include majority representation by individuals other than members of
the ECHD Board of Directars. This action would result in full control of the Corporation by
its Boasd of Directors and remove the District from ifs current role in corporate govemance.
Further, by changing the composition of the Corpotation Board, the separation and
independence of the two Board’s would be complete and the actions of the separate boards
would be distinet, allowing for greater accountability and transparency.

Page:63
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The District intends to work on increasing fransparency and accountabiity. Given that report found
ne violation of state law or idendified any funds that were spent without District Board approval,
misappropriated, or that could not be specifically accounted for, mandates regarding govemance
structure under threat of dissclution are unwarranted. The recommendations should be just that,
recommendations.

Vague as to connection with service review.

Retumns to arior structare that triggered lawsuit for District to regain control of Hospital Corporation.
Undermines transparency and public accountability because Corporation would no longer be subject
to Brown Act or reguired to make financial sudits pubiicly available. This change would also require
confirmation of voters of District.
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Mot & contribution,

Section 6: Governan, lecrganization Altermatives

Cannot be diverted. Ignores Gann limit,

2. The El Camine Hospital District should limit7f contributions to the B Camino Hospital
Corporation to payments for principat and inéen debt incurred by the District for

District is exempt.
Camino Hospital Mountain View Rebuild {(ie, a balance of $143.8 million j

Obligation -Bonds, discussed in Section 4). In addition, the District
contributions to the El Camino Hospital Corporation to suppo

Already done.

improvement program or be used as a general revenue source, feq
community benefit programs that more directly benefit the reside: @

Already in place
been the practice over the past five vears, additional community benefit doliar

approximately $73.7 million would have been available to directly bengfit District residents.
Should contributions exceed the 50% threshold pursuant 21 (pX ﬁ

Gurrent program does this and is working.

support the Corporation’s community benefit pi
progratms that more dxrect}y benefit the resideli

4. e of the District, o provide
g of financial activities. The
endy and public accountability,
ajected and actual revenues and
¢ should report on the purpose for specific
aropriations that suppost Mountain View
¥ ple the éistrict should aciop% a capital

5. Evaluate cument an se necessary professional services agreements with firms or
individuals {mciudmg the corporation) used by the district for services, to ensure/that the
District receives the administrative and legal support necessary to conduct bus;ness.pt a
code of ethics and conflict of interest policy o ensure that the District avoids circulSZhnces
of perceived or actual conflicts of Interest.

Adopting these types of reforms would result in the following advantages and disadvantages:
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Advantages Disadvantages

+ Medical services in the Disteict and SO would continue
eninterrupted.

+ Taxpayer contributions to the Corporation would
continue, ensuring that El Camine Hospital would
sustain Tesources necessary o provide community
benefit funds within the community.

+ The governance structures of the District and the
Corporation would be strengthened and made distinct,
and the interests of District residents would be less
fikely to be compromised by Corporate interests.

o District residents would likely receive increased level
of commmmity benefits from providers other than!
Corporation and ifs affifiates. Establishing a grant'aw
process would ensure that community benefit dol
remain focused within the District,

* Financial and budgetary transpar
accountability would be enhanced. Syst
established to ensure that the residents
will be able to monitor zad influence the 4
funds in their community,

district’s boundaries by either reducing the amount of
n increasing the amount of territory through anaexation.
4, taxpaytts within the removed termitory are no fonger required
Istrict. Whell erritory is annexed, the CKH Act, Section 57330 states that the

iall be sifject to levying or fixing and collection of any previously
authorized taxes, benefifagsesShidnts, fees or charges of the ... distrigt.”

State law requires LAFCo 1o define and maintain a “sphere of influence” (SOI) for every local
government agency within a county. California Government Code Section 56076 defines sphere
of influence to mean “a plan for the probable physical boundaries and service area of a local
sgency, as determined by the [local agency fonmation] commission.” Santa Clara County LAFCo
defines “sphere of influence” as “the ghysical boundary and service area that a local
governmental agency is expected to serve,”” By expanding a SOI there is no financial impact on
a district or requirement that taxpayers within the expanded territory pay additional taxes. For

? Santa Clara County LAFCo website, “Powers of LAFCO”
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Gives up transparency and pubiic control of the Hespital Corporation,

End of funding of current community benefit programs harming those currently relying on those
sepvices, increased overhead cosis reducing dollars available for CB,

Eliminates current controls to ensure the hospitai serves the District,

Can aiready be accomplished under current governance structure.



Section 6: Governance and Reorganization Allernatives,

hospital districts, therefore, it appears a SOI expansion merely redefines the extraterr}
of the jurisdiction for purpeses of understanding the size of the “affected area™

Under this alternative, Bl Camino Hospital District would continue gperitions and receive its
apportionment of property taxes for debt service, community bepefifs, capital improvements at
the Mountain View campus, and general use. If boundarieswEre expanded, the District would
recefve more in property tax buf would nof necessapity provide a greater fevel of service to
District residents. Accordingly, there would be ractical benefit from modifying the sphere of
influence to better reflect the Hospital's reach

Advantages Disacy

fiiges

+ The boundaries of the District and the SOL would better Jo Tl rporation  potentially would  have
reflect the Meontain View Hospital’s service reach inte | ¢ curces to locate services outside of
surrounding communities. ’s SOl further complicating

of their base property tax apportioned

stzict and would be required to pay an
vy for debt service, if the boundaries
were expanded.

Merging a district with a requires that the boundaries of the district be entirely within the
City.> Since the E! Camino Hospital District boundaries extend significantly beyond the
boundaries of any single city within its jurisdiction, merger is not a viable recrganization
alternative.

* Government Code § 57104,

Draft: 4/23/12 Harvey M. Rose Associates, LLC
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This ignores the repord's conclusion in table below that SO| expansion would better refiect the
Mountain View Hospital's service reach.
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On what basis is this assumption made?

Section 6: Governance and Reorganization Alternatives

B Replace with - transferred to Hospitat to manage District’s community benefit program.

Create a Subsidiary District

These expenditures provided a benefit to the District,
To establish a district as a subsidiary of a c1ty, the city must comprise 70% of the land or incl

70% of the registered voters of the district.* Therefore, establishing the district as a subsid;
one of the cities within its jurisdictional boundaries is not a viable reorganization
sinee the district’s boundaries cover several cities.

Dissolve the District
According to Section 56035 of the California Governme:
dissolution, disincorporation, extinguishment, and terminati
the cessation of ail its corporate powers . . . or for the g
district,

If the Ef Camino Hospital District were to be di

{1} Public service costs . . . ar
alternative means of provid

t income} have been used very
, as follows:

dhia
Approximately $21.2 million, or 19.2%, been used to fund miscelianeous capital ,
improvements at the El Camino Hospital Motintain View campus.

* Approximately $13.7 million, or 12.4%, has been contributed to Ef Camino Hospital
Corporation and its affiliates to supportCommunity Berefit Program, used primarily for
commugity health education, clinica se s and clinical support services.

* Government Cede § 57105,

Drafl: 423712 Harvey M. Rose Associates, LLC
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Seciion 6: Governance and Reorgunizaljy ternatives

s Approximately $52.5 miliion, or 47.6%, has been transferzed-tothe El Camino Hospital
Corporation asyaperal surpius, contributing fo the Comofation’s ability to accumulate over
$440 million i @"- s net assets during this peri6d and acquire Los Gatos Hospital.

Under this scenario, the Distodfaotid be dissolved, the Corporation would continue to operate
the hospital and the €ssor apency would assume fhe remaining debt on the General
Obligation bonds " Therefore, the publc_service cost would be “substantially the same?

currently. A=} 4

" @& &
Contributions toward community benefits and the 1
nearly GO percent of tofal confributions to the Corpora
ciearly represent a decline in hospital income going
these tzansfers should be fecognized:

i

2. larly, & substantial port
general operations of the ho

and xpand the Corporation

phere of Influence. Based

rvices and 54 percent of

,j:vith community benefits,

2§ to support the general operations of
¢nts and non-residents aiike.

mment Code Section S6881(bX13, public
ptantiall similar to the-gests-of ahtemanive means of

native.

tition ~ Promoting Public Access and Accountability

This repert has i / al weaknesses in governance, iramsparency and public
accountability due to T relaticnship between ECHD and the Corporation. The addit
found that, although Eega] eparate entities, there is no finctional distinction between District
and Corporatxon governance, management and finances. The audit was unable to draw 4 clear
distinction between Corporation income and District funds that aliowed the Corporation to
accumulate surplus net assets sufficient to acquire Los Gatos Hospital. Withodt distinct
governance and fuif transparency, pubiic accountability is weakened. With the dissofistion of the

District, public access and accountability would no longer be z concem. _

Draft: 4/23/12 Harvey M. Rose Associates, LLC
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The report fails to disclose to the public and LAFCo that this would result in termination of CB
prograrm, Also does not address the potential reduction in the size of operations to account Tor loss
of revenue and the potential transfer of the hospital to & large network. The report appears to put no
value on the public contro! of the hospital. Afso, a successor agency would not serve the same
constituents as the District and may not serve the best interests of the District's residents due to the
lack of focal contrel and accountabiity,

Factually incorrect. Used for hespital replacement project.

Mo disirict hospial anywhers can exclusively serve residents. This is 2 gnigue standard not based in
law or public policy.

Enumerate weaknesses for clarity.

This is a misleading analysis. Taxes would ho longer be required to support health care services or
CB. No analysis of increased overhead that may be imposed by less efficient successor agency.
lgnores fransaction costs resulting from successor agency needed to establish programs and staffing
1o dupticate services already efficlently provided by District.

Nottrue. Unless successor agency ceases all CB, would still be providing services to non-taxpayers.

Delete dissolution findings. Dissolution not being recommended. Alsc, this is an arbitrary finding.
Could be made for any LAFCO for any agency without consideration of any facts. Ignores the need
fo “improve” access and accountability, Providing none does not appear fo meet this standard and
no analysis done related to successar agency,

delete “general surplus” — the amount fransferred was clearly identified for the hospital replacement
project in the District Board resolutions,

" Delete dissofution findings. Dissclution not being recommended.

P



Section &: Governance and Reorganization Allernatives

GC Section 57451 Identifyving a Successor Agency for Purposes of Winding Up the District

In the event of disselution, Government Code Section 57451 would require Santa Clara County
LAFCe to identify a successor agency for purposes of winding up the affairs of the District. The
city that contains the greater assessed vaiue of all taxable proprerty withit the territory ofthe
disscived district will be the successor agency puzsuant fo Government Code § $7445,

Implementing Dissolution

{nder the Dissolution alternative, Santa Clara Coumty LAFC
initiate steps to wind-up the organization FPo achieve di
need to be resolved: i

ould dissolve the District g
m, the following issues we

1. A successor agency would need to be identi

2. The financial relationship between the iBI rict and the C
wound-up, including an equitable s&
asset and Hability disposition.

n govertiance, Wansparency and public
ons magé in the/ subsection of this report g
provg (Governance, Transparency and @

¢ Bl Caminc Hospital 1843 8tccessiul organizatign in 2 thriving healthcare market, and is an
important asget to the commanity.

+  Maintajfing the status quo withglt improfements in governance, transparency and public
accguhtability would resuit in Lontinued concern regarding the need for District revenue
coditributions that go toward &/non-proft public benefit corporation that no longer appears to
be in need of taxpayer suppo

4
g Continuation of taxpayer Silppon,hout broadening comumuaity benefit contributions
beyond the Corporation and its affiliates, does not provide assurance that District residents

Draft: 4/23/12 Harvey M. Rose Associares, LLC
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LAFCO intends to penalize well managed district and require new masagement structure wi
unknown impact to heaith of corporation?

" Improper standard, State legislature permits service to those beyond district boundasies.

City cost fo admin without experience, much kigher,

Retumn is neary 106%

" Delete disscfution findings. Dissoluiion nof being recommended.

Mandate for District to give up sole voting membership and control of board of Hospital is

unwarranied.

Any findings regarding dissolution should be considered only if dissolution proceedings are

commenced,
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Page:70

receive an a on investment. In addition, it creates equity-cOncerns, since
—~ proximately 57 percent of all inpatient services and 46 percent o €Mergency services
are previded to non-District residents, who are not taxed.

e Neither the District nor the Corporation provid;
District residents, when compared with
hospitals within Santa Clara County.

arkable fevels of community benefits to
T healthcare districts in the State and with other

* Because the District serves as the “sole member” of the Corporation, the acquisition of the
Los Gatos Hospital complicates the founding purpose gfiPistrict and, by extension, the
Corporation, Further, the District made indirect monefdzy:contributions to the Corporation
that aliowed it fo use unrestricted net assets for the {7atos Hospital purchase. A more
ihlic accountability.

ard dissolution, Sanf:
o implement sugges

Drraft: 4/23/12 Harvey M. Rose Associafes, LLC
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Standards usad are arbitrary,

excess capacity of hospital that non-dist residents use ensures hospitai can continue to maintain
sarvices for residents.
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El Camino Hospital District
Information Re Local Health Care Districts
As Requested by Santa Clara County LAFCO
November 4, 2011

A, Laws Applicable to Local Health Care Districts.

According to the Association of California Healthcare Districts, districts originated in
1946 in the aftermath of World War II in response to an acute hospital bed shortage. The
Legislature responded by enacting the Local Hospital District Act (now the “Local Health Care
District Law,” Health & Safety Code §§ 32000, ef seq.) which authorized communities to form
special districts and impose property tax assessments, with voter approval, to help subsidize the
construction and operation of hospitals and other health care facilities to meet local needs.
District directors are elected officials whose mission is to promote the health and welfare of the
residents of the communities serviced by the district. In 1993, the State legislature amended
hospital district enabling legislation renaming hospital districts “health care districts” and
expanding the definition of health care facilities to reflect changes in medical practice in which
health care was increasingly being provided through outpatient services (and clarifying that any
reference in any statute to a “hospital district” is deemed to be a reference to a “health care
district”™).

Local health care districts are unique in that, because of the type of services provided, the
people served by district facilities are not limited to the physical boundaries of the service area of
the district. Unlike special districts that provide services limited by physical infrastructure
within the boundaries of that district (e.g., sewer districts that provide wastewater collection and
conveyance services based upon connections of wastewater facilities to property owners within
such district’s service area), district hospitals and other health care facilities provide services to
people who elect to use those facilities whether or not those people reside within the service area
boundaries of the health care district. This was recognized in the Santa Clara County LAFCO’s
2007 Service Review of the El Camino Hospital District, which states that “[i]t should be noted
that due to the type of services that are provided by the District, it does provide services to
persons living outside of its boundaries.” (quotation from Section 15.1, but also noted in
Sections 15.4, 15.8 and 15.9 of 2007 ECHD LAFCO Service Review.)'

Local health care districts are also unique in that the enabling legislation providing for the
formation of the districts expressly states that districts are authorized to operate both inside and
outside the geographical limits of the districts. For example, Section 32121 of the Local Health

I This has also been observed by other LAFCOs. For example, the 2011 Marin Healthcare District SOI Update
prepared by the Marin County LAFCO states that the “use of property tax has been largely lost to healthcare
districts [due to the passage of Proposition 13 in 1978] and health care district boundarigs no longer determine
their service area or role in provision of health services.” The Marin County LAFCO also states in this SO}
Update that “LAFCO’s boundary setting authority is generally connected with land use planning, orderly focal
government relationships and the protection of the environment rather that regional or social services” and that
“LAFCQ’s authority has little connection to healthcare services™ other than in connection with the dissolution
of health care districts. {Page 4 of 2011 Mavrin Healthcare District SOI Update; see link to this SO Update in
Section C.5 below.) '
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Care District Law, which enumerates the powers of local health care districts, provides that
districts have and may exercise powers including the following:

(¢} To purchase, receive, have take, hold, lease, use, and enjoy
property of every kind and description within and without the limits
of the district, and to control, dispose of, convey and encumber the
same and create a leasehold interest in the same of the benefit of
the district; and

(j) To establish, maintain, and operate, or provide assistance in the
operation of, one or more health facilities or health services,
including, but not limited to, outpatient programs, services, and
facilities; retirement programs, services, and facilities; chemical
dependency programs, services, and facilities; or other health care
programs, services, and facilities and activities ar any location
within or without the district for the benefit of the district and the
people served by the district. (emphasis added)

The Local Health Care District Law also expressly provides that each local health care
district shall have and may exercise the power “[t]o establish, maintain, and carry on its activities
through one or more corporations, joint ventures, or partnerships for the benefit of the health care
district.” (Health and Safety Code § 32121(0)) In addition, local health care districts are
authorized to “transfer, at fair market value, any part of its assets to one or more nonprofit
corporations to operate and maintain the assets™ and to “transfer, for the benefit of the
communities served by the district, in the absence of adequate consideration, any part of the
assets of the district . . . to one or more nonprofit corporations to operate and maintain the
assets.” (Heaith and Safety Code § 32121(p)) The Legislature’s stated reason for allowing such
transfers is to permit local health care districts “to remain competitive in the ever changing
health care environment.” (Stats.1985, ch. 382, § 5, No. 3 Deering’s Adv. Legis. Service,

p. 953). Sections 32121.7 and 32121.8 of the Local Health Care District Law were enacted
specifically in relation to the E1 Camino Hospital District transfer and ground lease of the El
Camino Hospital campus located in Mountain View to El Camino Hospital, a California
nonprofit public benefit corporation, pursuant to Health and Safety Code section 32121(p).

In addition, the Cortese-Knox-Hertzberg Local Government Reorganization Act of 2000,
Government Code sections 56000 et seq. (the “Cortese-Knox Act”) includes provisions that
aniquely apply to local health care districts formed pursuant to the Local Health Care District
Law, including Government Code § 56131.5, which provides that:

Upon the filing of an application for the formation of, annexation
to, consolidation of, or dissolution of a local hospital district
created pursuant to Division 23 (commencing with Section 32000}
of the Health and Safety Code or of an application for a
reorganization including any of those changes of organization or
the initiation by the commission of any of those changes of
organization or any reorganization including any of those changes
of organization, the commission shall notify all state agencies that
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have oversight or regulatory responsibility over, or a contractual
relationship with, the local hospital district that is the subject of the
proposed change of organization or reorganization, of its receipt of
the application or the initiation by the commission of the proposed
change of organization or reorganization and the proposal
including, but not limited to, the following:

(a) The State Department of Health Services, including, but not
limited to, Licensing and Certification and the Medi-Cal Division.

(b) The Office of Statewide Health Planning and Development,
including, but not limited to, the Cal-Mortgage Loan Insurance
Division,

(c) The California Health Facilities Financing Authority.

(d} The California Medical Assistance Commission.
A state agency shall have 60 days from the date of receipt of
notification by the commission to comment on the proposal. The
comumission shall consider all comments received from any state
agency in making its decision.

In addition, the Cortese-Knox Act provides that “Any order in any resolution adopted
by the [LAFCO] on or after January 1, 1986, ordering the dissolution of a local hospital district,
organized pursuant to Division 23 (commencing with Section 32000) of the Health and Safety
Code, is subject to confirmation by the voters.” (Government Code § 51073) This year,
California Assembly Bill No. 912 was passed and becomes effective January 1, 2012, This
legislation, which modifies Government Code Section 57077 and streamlines the process for
special district dissolutions by eliminating requirements for an election in certain circumstances,
did not amend or eliminate Government Code Section 51073, and therefore does not eliminate
election requirements related to dissolutions of local health care districts.

B. California SB 1240 (2010} -- Vetoed.

In situations where a local health care district has elected under the Local Health Care
District Law to operate its facilities through one or more corporations, joint ventures, or
partnerships, or has transferred any part of its assets to one or more nonprofit corporations, there
is no requirement under California law that revenues or assets of any such corporation, joint
venture or partnership must be used within the boundaries of the district.

That issue was specifically taken up by the California legislature in 2010 in the form of
SB 1240 (which was ultimately vetoed by Governor Schwarzenegger). This legislation would
have, with certain exceptions, required all revenues generated by a district facility or facilities
that are operated by another entity, to be used exclusively for the benefit of a facility within the
geographic boundaries of the district and owned by the district. The author of the bill stated that
the legislation would have, among other things, prohibited private corporations that lease district
hospitals from transferring assets out of the district or crediting operating losses of the district
hospital against any purchase price.

The legislative history of SB 1240 provides helpful background information regarding
issues being faced by health care districts in California, According to the author of SB 1240, due
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to rapid changes in health care delivery, technology, and reimbursement, hospitals owned and
operated by districts must compete with other health care providers in addition to complying
with the state’s hospital seismic requirements. The author stated that all of these factors have
forced districts to ponder arrangements with nonprofit or for-profit entities in order to keep their
districts solvent and maintain a strong presence in their communities. The author noted that, in
some cases, district boards had entered into a contract with larger, private health care systems to
manage the district hospitals which, in some cases, ended up with assets being transferred out of
the district to the benefit of the contracting private health system. :

The author cited as examples of the need for this legislation the 2007 agreement between
the Eden Township Healthcare District in Alameda County and Sutter Health, under which
Sutter obtained a right of first refusal to purchase San Leandro Hospital, and the right to first
deduct their operating losses from the purchase price, and the agreement between Marin
Healthcare District and Sutter Health, under which the author of the bill stated that $90 to $200
million was transferred from Marin General Hospital to Sutter over a two-year period. (Both of
these arrangements are discussed further in Section C below.)

It is worth noting that the April 28, 2010 amendments to SB 1240 carved out exemptions
for certain districts, including the El Camino Hospital District. The author of the legislation
recognized that, in some cases, a district creates a nonprofit entity to operate its hospital, which it
controls, rather than Jeasing to an outside nonprofit entity. The author noted that an example of
this type of arrangement is the refationship between the El Camino Hospitat District and the
nonprofit entity that operates El Camino Hospital. The author stated that the hospital license in
such an instance is held by the operating nonprofit entity and keeping the contractual
arrangements in place greatly eases the transition and operations of the hospital. Otherwise, the
author noted, all HMO contracts, labor agreements retirement programs, employee contracts,
hospital licenses, etc., would have to be cancelled and remade.

Ultimately, as noted above, SB 1240 was vetoed by Governor Schwarzenegger, who
stated that the bill would have limited the discretion of a local health care district when entering
"into a contract with another operating entity — and have the unintended consequence of reducing
the incentive for such arrangements when hospitals are struggling to remain open. Governor
Schwarzenegger stated that existing law already provided for balanced safeguards, and that the
bill would have “distupt{ed] the balance between local discretion by local elected officials and
state policy for assuring access to health care” and therefore declined to sign the bill.

C, California Local Health Care Districts.

As noted in the 2011 Marin Healthcare District SOI Update prepared by the Marin
County LAFCO, since the inception of local health care districts, health care costs have
increased and reimbursement from insurance and federal and state sources have become more
restricted. Changes in costs and funding, advances in medicine and new approaches to medical
business administration that have reduced the length of hospital stays has resulted in a shift of
emphasis in health care practice to include both hospital operation and diverse outpatient
services. District boards have become increasingly concerned about the ability of publicly
operated districts to compete with managed care as well as their competitive ability to attract
staffing, They have responded in some cases by divesting themselves of hospitals or, more
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often, by forming partnerships with private hospital and clinic operators, (Page 5 of Marin
Healthcare District SOI Update, see link to this SOI Update in Section C.5 below.)

According to the Association of California Healthcare Districts, as of 2010, there were 72
operating districts in California, 46 of which operate hospitals within their district boundaries.
Eleven of the 72 have either leased or sold their hospital facilities to for-profit or nonprofit health
systems but still provide or support health related services to the people served by their district,
The remaining 15 districts provide health-refated services to those served by their district
through a variety of outpatient clinics and programs.

The eleven hospital districts that have leased or sold their hospital facilities to for-profit
or nonprofit health systems consist of the El Camino Hospital District and the following other
ten (10) hospital districts:

1. Desert Health Care District (Palm Springs). In 1986, the District Board leased

hospital operations to an established medical facility provider and for the next decade, District
revenues ran Desert Regional Medical Center. In 1997, the District voted to lease DRMC to
Tenet Health Systems for 30 years, enabling the hospital to become part of a nationwide
healthcare company. Today, Tenet runs the hospital while the District retains ownership of the
lease as well other assets including Las Palmas Medical Plaza. Through the system implemented
in 1998, much of the impact for District residents today results from programs and grants
approved by the District. More than $3 million/year is allocated for projects large and small
improving the health of District residents. Desert Regional Medical Center appears to operate a
related medical center, known as I.a Quinta Medical Center in La Quinta, which does not appear
to be within the Desert Health Care District’s boundaries. Tenant, as a large hospital operator,
clearly provides healthcare services beyond the District’s boundaries.

Information Sources:

District Web Site: www.dhed.org/index.php

Desert Regional Medical Center: www . desertregional.com/en-US/Pages/default.aspx
Riverside County LAFCO: www.lafco.org/opencms/index. html

Service Review: None available

District Boundary Map: www.dhcd.org/about/DHCD-boundaries.php
2 Eden Township Healthcare District {Alameda County). The community hospital,

known then as the Eden Township Hospital, opened its doors on November 15, 1954, In 1997,
the District entered into an agreement with Sutter Health to create a nonprofit corporation to
operate the medical center, Since January of 1998, Eden Medical Center has operated as a
private, nonprofit medical center and an affiliate of Sutter Health. The nonprofit corporation has
an 11 member board of directors which includes the 5 District board members, 5 appointed
members who live and work in the community and the CEO of Eden Medical Center. The
District shares governance of Eden Medical Center, owns San Leandro Hospital, and oversees its
Community Health Fund. Sutter operates San Leandro Hospital as a campus of the Eden
Medicat Center, leasing the facility from the District. It does not appear that the Medical Center
or nonprofit corporation operates facilities outside the District’s boundaries; however, Sutter as a
large hospital operator clearly provides healthcare services beyond the District’s boundaries.
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Information Sources:

District Web Site: www.ethd.org/default.aspx

Eden Medical Center: www.edenmedicalcenter.org/
Alameda County LAFCO: www.acgov.org/lafco/ -

Service Review (2004): www.acgov.org/lafco/msreycle] htm#edenhealth
District Boundary Map: (See Service Review Link)

3.  Fallbrook Healthcare District (Fallbrook). The District was established in 1950,
opening the original 20 bed Fallbrook Hospital in 1960. In 1997, the District Board voted to

begin utilizing a private operator to run the hospital, and after contracting with Columbia/HCA
for a short period, entered into a long term agreement with Community Health Systems which
began leasing the facility for 30 years after a District-wide election to do so was approved by
95% of voters. It does not appear that the District or hospital is providing health services outside
the district boundaries; however, Community Health Systems, as a large hospital operator,
clearly provides healthcare services outside of the District's boundaries.

Information Sources:

District Web Site: www.fallbrookhealthcaredistrict.org (under construction)
Fallbrook Hospital: www.falibrookhospital.com/About/Pages/About%20Us.aspx
San Diego County LAFCO web site: www.sdlafco.org/

Service Review (None posted): www.sdlafco.org/Webpages/agency maps links him
District Boundary Map: www.sdlafco.org/images/11x17maps/HCD Fallbrook.pdf

Web research: hgg://home.znet.conﬂschester/fallbrooklhistogy/hospital.html
4, Grossmont Healthcare District (San Diego County). Founded in 1952, the

District built the Grossmont Hospital which opened in 1955, which operated under the control of
a publicly elected five member board of directors. In 1991, the District decided to turn over the
hospital operations to Sharp HealthCare. The affiliation agreement included the establishment of
the Grossmont Hospital Corporation, a nonprofit public benefit corporation, created as a
subsidiary of Sharp. A lease between the District and the nonprofit corporation (Grossmont
Hospital Corporation) for 30 years was entered into as well. Possession of the hospital and its
assets was transferred to the corporation in exchange for payments on district bond indebtedness.
In 2001, the lease was modified to give the District 5 seats on the nonprofit corporation board.
While it is not clear whether Grossmont Hospital Corporation provides medical services outside
the District boundaries, Sharp, as a large hospital operator, clearly does so.

Information Sources:

hitp://www.grossmonthealthcare. or

http:/fwww.sharp.com/grossmont

San Diego County LAFCO web site: www.sdlafco.org/

Service Review (None posted): www.sdlafco.org/Webpages/agency maps links htm
District Boundary Map: www.sdlafco.org/Webpages/agency maps_links.htm

3. Marin Healthcare District (Marin County). Marin Healthcare District built Marin
General Hospital (MGH), which opened in 1952. For 25 years the District operated Marin

General Hospital. In 1981 the District built MGH's West Wing, adding 78 beds to the hospital.
In 1985, the Marin Healthcare District Board entered into a 30-year lease of the Hospital to a
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new nonprofit, Marin General Hospital Corporation. MGH Corp. affiliated with California
Healthcare Systems soon after forming. Then in 1995, California Healthcare Systems merged
with Sutter Health. In 2006, the Marin Healthcare District, Marin General Hospital Corporation,
and Sutter Health, entered into a Settlement and Transfer agreement that returned control of
Marin General Hospital to the District. On July 1, 2010, control of the hospital returned to the
District, which became the sole member of the nonprofit corporation. The District is comprised
of five elected members. None of them sit on the MGH Corp. board. Based on a review of the
information sources below, it does not appear that Marin Healthcare District or the nonprofit
corporation provides medical services outside of the District’s boundaries; however, Sutter
Health, as a large hospital operator, clearly provides healthcare services outside of the District’s
boundaries.

Information Sources:

District Web Site: www.marinhealthcare.org

Marin General Hospital: http://www.maringeneral.org/
Marin LAFCO Web Site: http://lafco.marin.org/
Service Review {2011)

hitp://lafco. marin.org/studies/pdfiMarinHealthcareDistricapproved msroi.pdf

District Boundary Map (Included in service review)

6. Mark Twain Health Care District (San Andreas). Established in 1946, the Mark
Twain Hospital District opened the Mark Twain Hospital in 1951, In 1990, Mark Twain

Hospital District formed a partnership with St. Joseph's Regional Health System (an affiliate
Catholic Healthcare West) in Stockton, creating Mark Twain St. Joseph's Healthcare
Corporation. Catholic Healthcare West now oversees the management and operations of the
hospital and its related services. CHW and SJRHS are both nonprofit public benefit
corporations. Direction of the hospital is through the Board of Trustees of the of Mark Twain St.
Joseph’s Healthcare Corporation, consisting of seven members, three of whom are District board
members, 2 members from CHW and two appointed members at large that are residents of
Calaveras County. The MTSJ Healthcare Corporation provides healthcare services in a number
of locations; based on the information available it is not possible to determine whether the
services are all within the District’s boundaries.

Information Sources: _

District Web Site: [Does Not'Exist]

Mark Twain St. Joseph’s Hospital Web Site:
www,marktwainhospital.org/Who We Are/History/index.htm
Calaveras County LAFCO Web Site: ) _
www.co.calaveras.ca.us/ce/Departments/Administration/TL AFCQ.aspx
Service Review:

http://ccwgov.co.calaveras.ca.us/Portals/0/ Archives/Admin/L AFCO/Studies/Public%20H
ealth%20Care/Public Health Care (Draft)2005.pdf

District Boundary Map: (None located)

7. Mt. Diablo Health Care District (Concord). Formed in 1948, the district financed

and built Mt. Diablo Community Hospital. In 1997 the District entered into an agreement with
John Muir Medical Center that resulted in the transfer of the District assets to a new entity called

627211057 22v2A 7



John Muir Health, a nonprofit provider of integrated health services. It appears that the
organization provides healthcare services outside of the District’s boundaries, operating a
medical center, which is part of John Muir Medical Center, in Walnut Creek, among others.

Information Sources:

District Web Site: www.mtdiablohealthcaredistrict.ca.gov

John Muir Health Web Site: www.johnmuirhealth.com

Contra Costa County LAFCO Web Site: www.contracostalafco.org/

Service Review: :
www.contracostalafco.org/municipal _service reviews/final%20healthcare%20services %
20M§R%20rggon/HeaithCare%20MSR%ZOAggroved%208—8—0?.pdf

District Boundary Map:

www.contracostalafco.org/municipal service reviews/final%20healthcare %20services%
20MSR %20report/Mt%20Diablo%20Health%20Care %20District %20Boundary %20and

%20Coterminous%20801%20Map.pdf
8. Peninsula Health Care District {San Mateo). Established in 1947, the District

constructed and opened Peninsula Medical Center in 1954. In 1985, the District leased the
hospital, including all operations to Mills-Peninsula Health Services, a private nonprofit group
that owned and operated Mills Health Center in San Mateo. In 1996 Mills-Peninsula Health
Services joined Sutter Health, a nonprofit health system of 27 hospitals in Northern California.
After considerable controversy and a lawsuit between the District and MPHS, a modified lease
was signed for a new hospital financed with District bond funds in 2007. While Mills-Peninsula
Health Services does not appear to provide healthcare services beyond the District’s boundaries,
Sutter Health, as a large hospital operator, clearly does so.

Information Sources:

District Web Site: www.peninsulahealthcaredistrict.org/index.html
Mills-Peninsula Medical Center: www.mills-peninsula.org/

San Mateo County LAFCO Web Site: www.co.sanmateo.ca.us/portal/site/lafco

Service Review: .
www.co.sanmateo.ca.us/portal/site/lafco/mennitem.b02¢2¢656500bb 1874452b3 1d] 7332

a0/7venextoid=ac919889e¢99a2210VenVCEMI00000] 937230aRCRD&cpsexteurrchannel

District Boundary Map: www.peninsulahealthcaredistrict.org/about boundaries.htmi
9, Petaluma Valley Hospital (Petaluma). The District owns Petaluma Valley

Hospital and now leases its operations to St. Joseph's Health Care System of Sonoma County.
The District remains an active landlord and advocate for the healthcare needs of the community.
The operator is a nonprofit entity and ministry of the Sisters of St. Joseph of Orange. St
Joseph’s Health Care System of Sonoma County provides health care services in many locations;
based on the information available it is not possible to determine whether healthcare services are
provided outside the District’s boundaries. However, St. Joseph’s Heath System is a large
hospital operator and so clearly provides healthcare services beyond the District’s boundaries.
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Information Sourges:

District Web Site: http://www.phed.org/
Petaluma Valley Hospital: www.stjosephhealth.org/Facilities/Petaluma-Valley-

Hospital/default.aspx

Sonoma County LAFCO Web Site: www.sonoma-county.org/lafco/
Service Review: (None Posted)

District Boundary Map: (None Located)

10.  Sequoia Health Care District (Redwood City). Formed in 1946, the District
issued bonds and built Sequoia Hospital which opened in 1950, In 1996, District voters
approved transfer of assets to a nonprofit public benefit corporation to be known as Sequoia
Health Services in return for a $30 million dollar payment from Catholic HealthCare West
(CHW). Sequoia Health Services, consisting of the District and CHW, contracted with CHW to
operate and manage the hospital. The original agreement with CHW gave the company the right
to manage the hospital for a period of 30 years and the district the right to have 50% of the 10
votes on the hospital governing board, the right to approve changes in key services and the
requirement that in the event of sale, all proceeds must be given to the District. It does not
appear that Sequoia Health Services provides healthcare services outside of the District’s
boundaries; however, CHW as a large operator of hospitals clearly does so.

Information Sources:

District Web Site: www.seguoiahealthearedistrict.com/

Sequoia Hospital Web Site: http://www.sequoiahospital org/Who We Arefindex.htm
San Mateo County LAFCO Web Site: www.co.sanmateo.ca.us/portal/site/lafco

Service Review:

www.co.sanmateo.ca.us/portal/site/lafco/menuitem. b2¢2c656500bb1874452b31d 17332
a0/?venextoid=ac919889¢99a2210VenVCM 1000001937230aRCRD&cpsexteurrchannel
=]

District Boundary Map:-

WWW.co.sanmateo.ca.us/ven/images/portal/cit 609/10670965sequoia-hospital-district. pdf

District Boundary Map: www.sequoiahealthcaredistrict.com/about-us/basic-
information/map/ ‘ _

D. Conclusion.

We hope you find the above information helpful and responsive to Chairperson Kniss’
request for additional information regarding other local health care districts in California,
particularly those that, like the El Camino Hospital District, have leased or sold their hospital
facilities to for-profit or nonprofit health systems.

As noted above, local health care districts are unique in that they provide services to
persons living outside of their boundaries because of the type of services they provide. The
Local Health Care District Act provides that districts have the authority to operate both inside
and outside the geographical limits of the districts. There are also provisions of the Cortese-
Knox Act that are unique to local health care districts formed pursuant to the Local Health Care
District Act, including Government Code section 51073, which specifically requires voter
confirmation of any LAFCO resolution ordering dissolution of a local health care district.
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Where a local health care district’s facilities are operated through a separate for-profit or
nonprofit corporation, joint venture or partnership, there is no requirement under California law
that revenues or assets of any such entity must be used within the boundaries of the district, and
legislation that would have imposed such a requirement in certain circumstances was vetoed in
2010. There are numerous local health care districts in the State that have leased or sold their
hospital facilities to for-profit or nonprofit health systems, including to some large hospital
operators who provide healthcare services beyond the districts’ boundaries.
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